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Half a lifetime ago, so young and so 
very much in love, we were proposition­
ed to a romantic life on a Pacific atoll, to 
an escape forever from the coercions of 
job and marriage. But the fare to the 
islands was prohibitive and love was in­
sufficient to the wait for necessary es­
cape funds. The romance ebbed away. It 
took with it that dream of effortless 
isolation and forestalled a drift into the 
ineluctable boredom and suffocation of 
island life. More often than not, time 
and luck have been on our side.
The isolated life, except for those 
enchanting sojourns on vacation 
islands, is benumbing. Further, it is un­
realistic. “No man is an Hand,” said the 
poetic theologian, yet people, 
professions, and even nations historical­
ly have tried to destroy all their surroun­
ding bridges and avoid the incursions of 
society. Sooner or later they have dis­
covered that the only change time has 
wrought in John Donne’s truism is in 
the spelling of island.
Accounting has been very much like 
most other professions in its delusion 
that it was exempt from accomodation 
to other people’s ideas. Doctors, 
lawyers, and accountants have all 
assumed themselves securely beached 
behind a thundering surf of unintelligi­
ble vernacular. Like priests, the an­
nointed have held the world at a respect­
ful distance by hinting of unknowable 
things in a language that nobody else 
could understand completely.
Such patois, peculiar to each 
professional island, has evolved natural­
ly with the age of specialization and it 
was inevitable that when productive 
society elaborated itself beyond the 
point where all the people survived sole­
ly by agrarian effort, then knowledge of 
special trade skills would be common to 
each person no longer. “I know 
something you don’t know,” was im­
plicit in each new craft, and private 
knowledge was such a matter of pride 
that it became transfused with a pseudo­
religious cult of excellence and secret 
ritual. Before long the assumption of es­
oteric knowledge was appropriated as a 
defense against outside interference. 
Seas of mystery surrounding those 
islands of specialized information were 
very formidable when most of the pop­
ulation could neither read nor write.
Unfortunately there is such small 
difference between living in protective 
isolation and being marooned. The ac­
counting profession has not been quite 
at the point of sealing a message in a bot­
tle and throwing it out wistfully into the 
tides, but it has been scanning the 
horizon occasionally for a sign from the 
colleges, the market place, the lawyers, 
and even the “whole society.” In that 
complacent time of gazing the possibili­
ty of a government tidal wave has loom­
ed up with stunning surprise.
Over the years the profession has been 
critical of the college-bred impracticali­
ty of its neophytes. Colleges, serenely in 
seclusion about their own atolls of 
academic freedom, intuited that the ac­
counting offices downtown wanted a 
ready supply of technicians and only a 
very occasional new employee with con­
comitant theoretical insight. But the 
academy needs the subsidy of funds 
from the accounting industry, and the 
accounting profession in its insularity 
desperately needs visionary and well- 
educated new entrants, so sooner or 
later there must be a connecting bridge. 
Schools of Accountancy are on the 
drawing board now, as evidenced by ar­
ticles in accounting journals over the 
past five years. A few already span the 
distance between academic and prac­
tice; more will appear.
The market place, from the humblest 
proprietor to the mighty stock ex­
changes, has manifested a growing dis­
affection for financial statements. Even 
more sinister, the most shrewd 
marketeers have connived against and 
manipulated the reporting process. 
Given the mutual dependence of good 
business and good accounting, the 
dearth of good two-way bridges 
between them reduces both to a state of 
crisis that remains unalleviated in spite 
of attempted rescue missions by the 
Securities and Exchange Commission.
Lawyers and accountants share so 
much common viewpoint, and have 
such a fine perception of client confiden­
tiality that rivalry for public esteem has 
been nearly inevitable. Each profession 
has been hubristic in presumption that it 
knows best how to handle a client’s af­
fairs. Yet the best practitioners of both 
professions concede that a give-and- 
take between their respective fields of 
expertise is their common obligation to 
the clientele.
Then there is the complex aggrega­
tion of islands that comprises our whole 
society. What, if anything, does the ac­
counting profession owe to islets of 
nearly insignificant economic conse­
quence? Is there room in a free- 
enterprise system for altruism? Yes, the 
AICPA has agreed, after some persua­
sion by the White House. In May, 
representatives of the Big-Eight and two 
smaller public accounting firms con­
ducted a six-week management audit of 
ACTION, the government’s volunteer 
service agency that includes such 
programs as Vista and the Peace Corps. 
Their audit was without cost. Not every 
bridge can be toll-free, of course, but 
that one was a credit to the profession. 
Overtones of government are in the 
preceding sentences, as indeed they are 
in the accounting profession. We must 
hope for construction limited to bridges 
of mutual benefit, and not an attack that 
blasts away our foundations.
The pages of this issue of The Woman 
CPA tell of some of the bridges that are 
developing for accountants; bridges to 
the market place as represented by its 
securities analysts, bridges to the legal 
profession, and yes, to Senator Metcalf. 
There is even a whimsical look along the 
bridge of time to the year 2000+.
“No man,” (or profession) “is an 
Hand, intire of it selfe; every man is a 
peece of the Continent, a part of the 
maine.” In our world of intricate 
economic interdependence the accoun­
ting profession has finally had to 






Of the four important groups engaged 
in the preparation, use and distribution 
of corporate annual reports, namely, 
corporate management, public accoun­
tants, security analysts, and the 
Securities and Exchange Commission, 
much of the burden of improving dis­
closure in corporate annual reports rests 
with the public accounting profession. 
The profession has been conceded that 
trust and responsibility both by the 
reluctance of other concerned groups 
and by the unique position enjoyed by 
the public accountants in the United 
States. However, the success of the 
profession in bringing about disclosure 
improvements depends much on its un­
derstanding of the users’ information re­
quirements. The principal contention of 
this paper is that at present a lack of un­
derstanding exists in the public 
accounting profession regarding infor­
mation requirements of the users of cor­
porate annual reports. Both the publish­
ed literature on the subject and an in­
vestigation carried out by this author 
support the contention.
Bridge To The 
Market Place
Gyan Chandra is Visiting Associate 
Professor of Accounting at Michigan State 
University, East Lansing, Michigan. He holds 
an M.S. degree from the University of 
Minnesota and a Ph.D. degree from the 
Ohio State University. He is a member of the 
American Accounting Association, the 
National Association of Accountants, and 
the Planning Executives Institute. He is co­
editor of the book, Budgeting for Profit, and 
has been published in a wide variety of 
professional accounting journals.
User Discontent With Corporate An­
nual Reports
Corporate annual reports provide 
management with an important vehicle 
for communication with the outside 
world. The United States Congress 
realized the importance of disclosure in 
corporate reports when it passed the 
Securities Act of 1933. In fact, the 
Securities Act has often been called a 
disclosure statute and its long title reads: 
“An Act to provide full and fair dis­
closure of the character of securities sold 
in interstate and foreign commerce and 
through the mails, and to prevent frauds 
in the sale thereof. . .”. To adminis­
ter the disclosure statute, Congress 
created the Securities and Ex­
change Commission by an act in 1934. 
Despite these and other efforts toward 
improvement the published evidence 
suggests that corporate disclosure prac­
tices have not reached a satisfactory 
stage. The investors and their 
counselors are dissatisfied with the 
published corporate reports and they 
often resort to sources other than cor­
porate financial statements for needed 
information.1 In fact, Roper in his depth 
interviews with various types of users of 
corporate statements, even detected 
bankers and analysts lacking confidence 
in corporate financial statements.2
Management’s Reluctance for 
Disclosure
Time and again the courts have held 
that the primary responsibility for the 
accuracy of information filed with the 
SEC and disseminated among investors 
rests with management.3 Management 
cannot discharge its obligations in this 
respect by employing public accoun­
tants. However, left to its own initiative 
corporate management is often reluc­
tant to disclose fully and freely to the 
corporate stockholders.4 Historically, 
corporations disclosed very little until 
the turn of the twentieth century. Of the 
957 corporations listed with the New 
York Stock Exchange in 1926 only 339 
corporations issued their annual reports 
to the stockholders then.5 Finally, the 
Exchange made the issuance of cor­
porate reports a part of its regular listing 
requirements.
There is no doubt the Securities Act 
of 1933 has improved the quality and 
quantity of disclosure in corporate re­
ports but only to the extent the Act re­
quires management to comply. For in­
stance, management has an option of fil­
ing a copy of annual report in partial 
compliance with the requirements for 
financial statements to be included in its 
10-K reports. Out of 150 corporations, 
one recent study found, only 17 cor­
porations exercised this option confir­
ming the difference between the two 
reports. The study thus commented, “If 
there are no material differences 
between two types of reports prepared 
by corporations, the efforts should not 
be duplicated by preparing a separate 
report for the SEC. But a majority of 
the corporations subject to the SEC 
filings do not exercise the option, imply­
ing that there are material differences 
between these two types of reports.”6 A 
majority of the witnesses appearing 
before the Senate Committee on Bank­
ing and Currency in June 1963 also sup­
ported the contention that corporate 
managements are little inclined to dis­
close information to investors at their 
own initiative. Since banks are not sub­
ject to SEC regulations, their annual 
reports are often both inadequate and 
uniform.7
In brief, the dissatisfaction with the 
contemporary corporate disclosure 
practices is widespread among the users
July 1977/3
The SEC reluctance to invoke its 
authority to prescribe accounting 
principles has only increased the 
responsibility of the public ac­
counting profession.
of corporate reports. The principal 
reason for such a discontent lies in the 
reluctance of corporate management to 
disclose adequately unless pressured by 
legislation or outside forces.
The SEC Reluctance
Though the SEC has been making 
news in recent months by taking active 
interest in the development of accoun­
ting principles, historically it has played 
a passive role in prescribing accounting 
principles. The Securities Act gives the 
SEC the authority to prescribe accoun­
ting principles in filing the financial 
statements filed with it. However, the 
commission has not, in general, exer­
cised this authority. In the past the SEC 
has been content to rely on generally 
accepted accounting principles as they 
exist or develop with the passage of 
time. The Commission has virtually left 
the task of developing sound accounting 
principles to the accounting profession. 
The public accounting profession has 
often applauded the inactive role of 
SEC for a variety of reasons.8 The com­
mission seems to believe the develop­
ment of accounting principles is in the 
domain of free enterprise and it en­
courages the accounting profession to 
take initiative in this respect. The SEC 
intervenes only in pressing exceptional 
situations.9
The Dominance of 
Public Accountants 
and Security Analysts
Through the years public accounting 
and security analysis professionals have 
emerged as the principal spokesmen of 
the preparer and user groups of publish­
ed corporate annual reports. The SEC 
reluctance to invoke its authority to 
prescribe accounting principles has only 
increased the responsibility of public ac­
counting profession in this respect. 
Notwithstanding management respon­
sibility for preparing and distributing 
corporate reports to the external users, 
the certified public accountants enjoy 
the unique privilege of determining 
what information to present to the 
stockholders and in what form. They are 
closest to the corporate management on 
preparer side and are usually grouped 
with the preparers of corporate financial 
statements. They enjoy an immensely 
important place in the organized capital 
market and not many corporations ven­
ture to publish uncertified financial 
statements or statements with qualified 
report from the public accountants. Ac­
countants enjoy what one security 
analyst calls “a point of leverage” in this 
respect.10
While discussing what each member 
of the user-preparer group could do to 
make corporate reports more 
meaningful Leonard Spacek of Arthur 
Andersen & Co. found that security 
analysts, stock exchanges, the SEC, and 
even corporate management rely on the 
corporation’s public accountant for 
adequacy and reliability of the financial 
information provided the investor. He 
comments, “Thus we have gone the full 
circle of financial statement respon­
sibility to the investor, and we end up 
with the public accountant. In the last 
resort, all others rely on him to justify 
what is adequate and reliable informa­
tion for the investor.”11
On the user side of the corporate an­
nual reports, the security analysts have 
emerged as the principal surrogates of a 
vast number of individual and in­
stitutional investors. They not only 
represent investors’ information needs 
but they are themselves major users of 
corporate financial statements. A vast 
majority of investors often obtain finan­
cial information indirectly via the 
studies prepared by the security 
analysts. Further, the analysts counsel 
on a large proportion of equity invest­
ment decisions. Security analysts repre­
sent investors because their information 
requirements are derived from the needs 
of the investors they advise.12
In brief, one finds that of the four 
principal parties involved in the 
preparation and use of corporate finan­
cial statements, namely, corporate 
management, the SEC, public accoun­
tants and security analysts, the last two 
share major responsibility. But how 
effectively the public accountants and 
security analysts can discharge their 
respective responsibilities depends on 
how much they understand each other. 
The more public accountants under­
stand the security analysts’ information 
requirements, the better they will be able 
to serve their needs. However, the in­
vestigation carried out by the author in­
dicates a lack of understanding between 
the two professions.
Accountants Understanding 
of User Information Needs
The author mailed a questionnaire to 
a group of randomly selected 300 cer­
tified public accountants working with 
the national Big Eight firms of CPAs13, 
and to 400 chartered financial analysts 
to study the extent of public accoun­
tants’ understanding of users’ informa­
tion needs. The questionnaire contained 
58 information items (see table 1 for a 
list of information items) selected from a 
review of published literature on cor­
porate accounting and security analysis. 
The questionnaire asked the 
respondents to value the significance of 
information items in equity investment 
decisions on a five point scale.14 In all, 
339 replies were received (159 out of 300 
from CPAs and 180 out of 400 from 
CFAs) giving an overall response rate of 
48.4 percent.
Test Results
The author was interested in studying 
the extent of accountants’ understan­
ding of the security analysts’ informa­
tion needs and tested the following 
hypotheses from the data collected from 
the questionnaire:
There is no significant difference 
between the public accountants and 
security analysts on the value of ac­
counting information items for 
equity investment decisions.
The hypothesis was tested in­
dividually for each information item by 
chi square test at a significance level of 5 
percent (a = .05). Table 1 summarizes 
the test results for each information 
item. Of the 58 information items tested, 
the hypothesis was rejected on 37 of 
those items. The test results revealed a 
lack of consensus between the two 
groups on the value of three types of in­
formation items.
First, there is a lack of consensus 
between the two groups on information 
concerning budgetary disclosures, e.g., 
planned capital expenditure for next 
twelve months; planned expenditure on 
research, development and exploration; 
planned expenditure on advertising and 
publicity and cash flow projections.
Second, differences exist on informa­
tion pertaining to details and 
breakdowns, namely, amount and 
breakdown of operating expenses; 
breakdown of inventory under major 
categories; investment in each sub­
sidiary company; breakdown of sales, 
net operating income, income after tax 
and investment by continent or 
hemisphere for companies with inter­
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national operations, and by operating 
division, product, line of business or 
customer groups for diversified com­
panies; terms, annual rentals and 
breakdown of long term leases by the 
type of property leased, etc.
Finally, consensus is lacking on infor­
mation items not traditionally reported 
by corporations, viz., amount expended 
on human resources; share of market in 
major product areas; both FIFO cost 
and market value of inventory; names of 
top executives, lines of authority and 
their renumeration.
Since the hypothesis was rejected for 
the following information items also it 
seems differences exist between accoun­
tants and analysts on a large number of 
popularly reported information items. 
The chi-square test value was exceeded 
for questions about amount of 
operating expenses reported; cost of 
goods sold reported; earnings per share 
reported and the method used in its 
computation; amount of inventory 
reported and the method used in its 
valuation; amount of depreciation 
reported and the method used in its 
computation; and amount of goodwill 
and other intangibles amortized.
The differences between the public ac­
countants and security analysts are not 
confined to information on projections 
alone. The two groups extend their dis­
agreements to information items per­
taining to the past, such as amount ex­
pended on research and development 
and exploration; reported capital ex­
penditure (additions to physical 
facilities); rent payment or receipts on 
long term leases and shareholders’ 
equity and the number of common 
shares outstanding.
Perhaps the most interesting results 
were found in the case of the following 
two popular items in the questionnaire: 
earning per share reported for the 
period and the method used in its com­
putation; and the source and applica­
tion of funds statements for the period. 
The proposed hypothesis was rejected 
for both of these items and the lack of 
consensus on the value of these items 
was surprising in view of the emphasis 
they receive in the literature.2 *4567810245 In accord 
with past findings the present study also 
tends to indicate that user and preparer 
groups continue to be indifferent to 
price-level adjusted corporate reports.16
2Elmo Roper, A Report on What Information 
People Want about Policies and Financial Con­
ditions of Corporations, Vol. I, (The Con­
trollership Foundation, Inc., 1948), pp. III- 
XXVIII. See also, Thomas H. Sanders, Company 
Annual Reports to Stockholders, Employees, and 
the Public, (Harvard University, 1949), pp. 181- 
226.
3Interstate Hosiery Mills, Inc., 4 SEC 721 
(1939).
4See Surendra S. Singhvi, “Corporate 
Management’s Inclination To Disclose Financial 
Information,” Financial Analysts Journal, (July- 
August, 1972), pp. 1-8.
5Oscar M. Beveridge, Financial Public 
Relations, (New York: McGraw Hill Book Co., 
1963), p. 139.
6Surendra S. Singhvi, op. cit., p. 2. See Also Sur­
endra S. Singhvi, “Disclosure to Whom? Annual 
Financial Reports to Stockholders and to the 
Securities and Exchange Commission,” Journal 
of Business, (July, 1968), pp. 347-351.
7U.S. Congress, Senate Committee on Banking 
and Currency, Hearings Before a Subcommittee: 
SEC Legislation, 88th Congress, 1st Session. p. 
106.
8See Louis H. Rappaport, SEC Accounting 
Practice and Procedure, (The Ronald Press Co., 
Third edition, 1972), Ch. 3.
9Ibid, Ch. 3.
10See Burton, op. cit., pp. 105, 108 and 144.
11Spacek, op. cit., p. 327.
12See Horngren, op. cit., pp. 598-604; and James 
C. Stallman, “Toward Experimental Criteria for 
Judging Disclosure Improvement,” Empirical 
Research in Accounting: Selected Studies, 1969, 
p. 30.
13Namely, Arthur Andersen & Co.; Coopers & 
Lybrand; Ernst & Ernst; Haskins & Sells; Peat 
Marwick, Mitchell & Co.; Price Waterhouse & 
Co.; Touche Ross & Co; and Arthur Young & Co.
14The study used the following five point scale: 
Very Important (VI); Important (I); Neither Im­
portant Nor Unimportant (N); Unimportant (U); 
and Very Unimportant (VU).
15See John C. Burton, op. cit., pp. 99-100,142- 
144; and Lyn D. Pankoff and Robert L. Virgil, 
“Some Preliminary Findings from a Laboratory 
Experiment on the Usefulness of Financial Ac­
counting Information to Security Analysts,” Em­
pirical Research in Accounting: Selected Studies, 
1970, pp. 10-12.
16Charles T. Horngren, “Implications for Ac­
countants of the Uses of Financial Statements by 
Security Analysts,” (Unpublished doctoral disser­
tation, University of Chicago, 1955), pp. 6-7; and 
Alan R. Cerf, Corporate Reporting and Invest­
ment Decisions, (University of California, 
Berkeley, 1961), p. 57.
17See Abraham J. Briloff, op. cit.,pp. 219-223.
Conclusion
The principal contention of this paper 
is that a lack of understanding exists in 
the public accounting profession as to 
the information requirements of the 
users of corporate annual reports. In a 
competitive economy like that of the 
United States much burden for im­
provement in corporate accounting dis­
closure rests with the public accounting 
profession. The success of the profes­
sion depends on its awareness of users’ 
information requirements.
A lack of understanding between the 
two professions could be due to a lack of 
communication between the security 
analysts and the accountants.17 Ap­
parently the half-hearted efforts made 
in the past to bring the two professional 
groups to a common understanding 
have not had much effect. Both groups 
happen to see each other as adversaries 
rather than as complementary 
professions; both professions have been 
harmed by their mutual distrust. 
Another explanation may lie in the flex­
ibility offered by the prevailing variety 
of the “generally accepted accounting 
principles.” As long as management can 
find an acceptable alternative within the 
GAAP, it can find an approving (and 
willing) public accountant also.
In a private enterprise economy the 
public accounting profession shoulders 
heavy responsibility for developing 
sound corporate disclosure practices. 
Corporate management is naturally 
reluctant to disclose much to the outside 
world. Regulatory agencies like SEC are 
also hesitant to intervene for obvious 
reasons. Independent public accoun­
tants not only carry the attest function 
but are also expected to innovate and 
improve. However, much of that in­
novation and improvement depends on 
understanding the user information — 
requirements.
Accounting professionals have an im­
pressive array of technical expertise but, 
as the present study indicates, they seem 
to be insensitive to the needs of the 
readers of financial statements. It may 
be appropriate to suggest that some 
behavioral insights into user needs are 
as essential as technical competence.
1See Corliss D. Anderson, “The Financial 
Analyst’s Needs” in Berkley Symposium on the 
Foundations of Financial Accounting, (Universi­
ty of California, Berkeley, 1967), pp. 98-109; 
Abraham J. Briloff, The Effectiveness of Account­
ing Communication, Frederick A. Praeger, 
1967), pp. 7-54; John C. Burton (ed.), Corporate 
Financial Reporting: Conflicts and Challenges, 
(American Institute of Certified Public Account­
ants, 1969), pp. 97-111; Charles T. Horngren, 
“Disclosure: 1957,” Accounting Review, (Oc­
tober, 1957), pp. 598-604; Leonard M. Savoie, 
“Meeting Financial Consumer Needs,” Financial 
Analysts Journal, (March-April, 1969), pp. 47-48; 
and Leonard Spacek, A Search for Fairness in 
Financial Reporting to the Public, (Arthur 
Andersen & Co., 1969), pp. 313-338.
Half-hearted efforts made in the 
past to bring accountants and 
security analysts to a common 
understanding have not had much 
effect. Both groups see each other 




Test Results of Hypothesis
Information Items Chi Square Statistics
1. Total assets reported, end of period (e.o.p.). 7.7083
2. Total current assets reported, e.o.p. 5.0329
3. Total current liabilities e.o.p. 4.7825 a
4. Cost of marketable securities, e.o.p. 4.8309
5. Market value of Marketable securities, e.o.p. 6.1968
6. Amount of revenue and the method used in its recognition (e.g., franchise 
business, construction firms, etc), for the period (f.t.p.).
0.0113 b
7. Operating income reported (before non-recurring gains and losses), f.t.p. 1.2890 b
8. Amount and breakdown of operating expenses reported, f.t.p. 68.4882 *R
9. Cost of goods sold reported, f.t.p. 12.0396 *R
10. Earnings per share reported f.t.p. and the method used in its computation. 8.9354 *aR
11. Compounded rate of growth in earnings per share for the last 
five to ten years.
3.6031
12. Dividend per share on common shares, f.t.p. 1.8909 a
13. Amount of inventory reported and the method used in its 
valuation, e.o.p.
9.1538 *aR
14. Breakdown of inventory reported under major categories, e.o.p. 30.8204 *R
15. Fifo cost of inventory, e.o.p. 19.0719 *R
16. Market value of inventory, e.o.p. 34.8953 *R
17. Amount of depreciation reported and the method used in its 
computation, f.t.p.
51.4687 *R
18. Amount of straight-line depreciation on long-lived assets, e.o.p. 82.7123 *R
19. Amount of accelerated depreciation on long-lived assets, f.t.p. 88.0304 *R
20. Amount of non-recurring gains and losses reported, f.t.p. 1.5608 a
21. Amount expended on human resources (e.g., hiring, training, 
etc.), if material, f.t.p.
14.2516 *R
22. Amount of past pension fund liability, if material, e.o.p. 16.9462 *R
23. Accounting method followed for research and development, and 
exploration costs.
16.6582 *R
24. Amount expanded on research, development and exploration, f.t.p. 36.4027 *R
25. Accounting method followed for advertising and publicity costs. 22.4977 *R
26. Amount expended on advertising and publicity f.t.p. 49.0298 *R
27. Accounting method (purchase vs. pooling) followed for each 
acquisition and merger completed during the period.
4.7182
28. Amount of goodwill recognized in each acquisition completed 
during the period.
3.4511
29. Amount of goodwill and other intangibles amortized, if 
material, f.t.p.
19.3622 *R
30. Amount of income tax expense, f.t.p. 11.3607 *R
31. Amount of deferred income tax liability or prepaid income tax, e.o.p. 3.2405
32. Amount of each subsidiary’s earnings and parent company’s share of 
its earnings, f.t.p.
65.2620 *R
33. Investment in each subsidiary company, e.o.p. 59.9314 *R
34. Minority interest reported in each consolidated subsidiary, e.o.p. 47.6072 *R
35. Breakdown of sales, income after tax and investment by continent 
or hemisphere (where international operations contribute over 15% of 
company’s revenues), f.t.p.
38.3400 ♦R
36. Breakdown of sales, net operating income and investment of diversified 
companies by operating division, product, line of business, or customer 
group (segmented on the basis of 15% or more contribution to gross revenue or 
operating income), f.t.p.
51.8965 *R
37. Reported capital expenditures (additions to physical facilities), f.t.p. 87.0341 *R
38. Planned capital expenditures for next twelve months. 83.2313 ♦R
39. Planned expenditure on research, development and exploration for next twelve months. 40.0120 *R
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♦ Significant at 5 percent level.
Degrees of freedom for items marked with‘a’: 3
Degrees of freedom for items marked with ‘b’: 2
Degrees of freedom for other items: 4
R= Rejection Range
40. Planned expenditure on advertising and publicity for next twelve months. 20.5958 ♦R
41. Method followed for reporting long term leases, f.t.p. 8.6002
42. Rent payments or receipts on long term leases, f.t.p. 40.0490 ♦R
43. Terms, annual rentals and breakdown of long term lease by the type of 
property leased (e.g., real estate, equipment, etc.), e.o.p.
8.8070
44. Backlog and projection of orders, e.o.p. 29.3450 ♦R
45. Productive capacity and actual output (e.g., steel mills, oil companies, 
etc.), f.t.p.
40.7108 *R
46. Extent of dependence on a few customers (e.g., defense contracts, foreign 
markets, etc.).
7.4112
47. Share of market in major product areas, f.t.p. 27.9873 ♦R
48. Total common shareholders’ equity and number of common shares 
outstanding, e.o.p.
20.4338 *aR
49. Number of stock warrants and convertible securities outstanding, e.o.p. 12.2177 *R
50. Number and type of common shareholders (e.g., individuals, institutions, 
etc.), e.o.p.
3.6915
51. Number of shares in the company owned by its officers, e.o.p. 6.9335
52. Terms of stock option plan and shares involved, e.o.p. 9.8494 ♦R
53. Amount and breakdown of preferred stock and long-term debt by type, 
dividend and interest rate and maturity, e.o.p.
4.3399
54. Contractual restrictions on common dividend, if any, e.o.p. 9.2978
55. Source and application of funds statements, f.t.p. 18.2157 ♦R
56. Cash flow projections for next two to five years. 45.6911 ♦R
57. Price-level adjusted annual corporate reports as supplementary statements. 5.5317
58. Names of top executives, lines of authority and their remuneration. 28.6310 *R
APPENDIX
Table 2
Questionnaire Responses and Present Position 
(Title) of Respondents
* Includes such titles as Vice-President, Fund 
Manager, Trust Investment Officer, Executive 
Vice-President, Consultant, Investment 
Counselor, President, Portfolio Manager, Assis­





Security Analyst —- 58
Salesman — 2
Others 14 47*
Not Given 11 12
Total responses received (1) 159 180
Questionnaires mailed (2) 300 400




to the Audit 
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During the past few years, con­
siderable conflict has developed 
between the accounting and legal 
professions with respect to the “at­
torney’s audit letter.” The conflict, 
primarily concerning disclosure of con­
tingent liabilities and more specifically 
unasserted potential claims, has taken 
over two years to settle. Negotiations 
between the American Bar Association 
and the American Institute of Certified 
Public Accountants over the controver­
sial question of how much lawyers must 
disclose to auditors concerning current, 
pending and potential litigation, have 
only recently come to an agreeable 
settlement. In December, 1975, the 
American Bar Association published a 
standard for lawyers’ responses to audit 
inquiries entitled “Statement of Policy 
Regarding Lawyers’ Responses to 
Auditors’ Requests for Information.” 
This policy statement was approved by 
the ABA Board of Governors on 
December 8, 1975, and submitted to the 
House of Delegates of the ABA for con­
sideration in 1976. In January, 1976, the 
AICPA Auditing Standards Executive 
Committee issued SAS No. 12, titled 
“Inquiry of a Client’s Lawyer Concer­
ning Litigation, Claims and 
Assessments.” The statement was issued 
as a guideline outlining the respon­
sibilities of auditors and is intended to
Bridge To The 
Legal Profession
complement the ABA’s standard for 
lawyers.
This paper is devoted to the discus­
sion of the divergent professional 
responsibilities of the attorney and 
auditor which led to this controversy. It 
is hoped that some understanding may 
be gained of the implications of the new 
standards.
Client’s Duty To Disclose And 
Lawyer’s Duty To Act
Underlying the issue of lawyers’ 
responses to auditors’ letters is the 
general duty of a client to disclose rele­
vant facts in its financial statements and 
the special duty of the client’s lawyer to 
make disclosures in specific cir­
cumstances. The client has an ongoing 
duty to observe applicable requirements 
concerning timely disclosure of material 
information within the legal obligations 
established by the Securities and Ex­
change Commission and contractual 
obligations established by the major 
securities exchanges. A recent statement 
relative to this duty is found in Financial 
Industrial Fund, Inc. v. McDonnell 
Corporation, 474 F.2d 514 (10th Cir. 
1973), where the court stated:1
“(W)e held in Mitchell v. Texas Gulf Sul­
phur Co., 446 F.2d90 (10th Cir. 1972), that 
the information about which the issues 
revolve must be available and ripe for 
publication before there commences a duty 
to disclose. To be ripe under this require­
ment, the contents must be verified suf­
ficiently to permit the officers and directors 
to have full confidence in their accuracy. It 
also means.. .that there is no valid corporate 
purpose which dictates the information not 
be disclosed. . .It is equally obvious that an 
undue delay not in good faith, in revealing 
facts, can be deceptive, misleading, or a 
device to defraud under Rule 10b-5.”
There is no disagreement between the 
accounting and legal professions that 
the client must satisfy whatever duties it 
has relative to timely disclosure, in­
cluding appropriate disclosure concer­
ning material contingent liabilities. To 
the extent such matters are brought to 
the attention of the attorney, it is the at­
torney’s duty to advise the client concer­
ning its disclosure responsibilities in this 
regard. The Code of Professional 
Responsibility for lawyers provides 
guidelines of behavior and client 
representation. With respect to dis­
closure, Disciplinary Rule 7-102(B) (1) 
of the Code provides that a lawyer who 
has received information “clearly es­
tablishing” that the “client has, in the 
course of representation, perpetrated a 
fraud. . .shall promptly call upon his 
client to rectify the same, and if his client 
refuses or is unable to do so, he shall 
reveal the fraud to the affected person or 
tribunal.” This Rule could become 
applicable to the lawyer who, in the 
course of any representation, becomes 
aware that the client might be 
“perpetrating a fraud” by concealing 
material known liabilities. In addition, 
Disciplinary Rule 7-101 (B) (2) and 
Ethical Consideration 7-8 of the Code of 
Professional Responsibility permit the 
lawyer to withdraw if the client follows a 
course of action that the attorney 
believes to be unlawful, even though 
there is some support for an argument 
that the conduct is legal, or if the client 
insists on a course of conduct that is 
contrary to the judgment or advice of 
the lawyer. Thus, like the public 
accountant, a client’s lawyer may not 
mutely stand by when aware of a 
material nondisclosure.
Reporting Requirements For 
Contingent Liabilities
Attorneys and auditors generally 
agree that material contingent liabilities 
must be disclosed if financial statements 
are to be “fairly presented”; however, 
differences arise as to what constitutes 
contingent liabilities. The lawyer would 
distinguish between “contingent 
liabilities” and “unasserted claims.” The 
accountant’s position has been that 
“unasserted claims” are “contingent 
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liabilities” as provided in Accounting 
Research Bulletin No. 502 This 
definitional difference in perceiving the 
professional responsibilities and con­
siderations of the lawyers and auditors 
has resulted in a difference in attitude 
toward reporting requirements, and 
hence must be more fully explored.
The Auditor’s Concern
The reporting company is responsible 
for the preparation of its financial 
statements in accordance with generally 
accepted accounting principles and 
applicable law; this responsibility ex­
tends to the adequacy of the disclosure 
in the financial statements. The finan­
cial statements of a company are intend­
ed to fairly present financial position, 
results of operation, and changes in 
financial position. In addition, FASB 
Statement No. 5 requires the recogni­
tion of all significant liabilities of the 
enterprise which are material to the 
financial statements.
The independent certified public 
accountant is responsible for conduc­
ting an examination of the company’s 
financial statements and rendering an 
opinion on whether the financial 
statements fairly present the financial 
position of the company and results of 
operations for the period included in the 
financial statements, all in accordance 
with GAAP. The accounting profession 
has adopted certain auditing standards 
and procedures for examination of such 
financial statements. Sec. 330.01 of SAS 
No. 1 requires the auditor to obtain 
“sufficient competent evidential matter” 
to afford a reasonable basis for his opi­
nion. In this respect, the general rule is 
that “(w)hen evidential matter can be 
obtained from independent sources out­
side an enterprise, it provides greater 
assurance of reliability. . .than that 
secured solely within the enterprise.” 
(SAS No. 1, Sec. 330.08a). With respect 
to the lawyer’s role in this procedure, 
SAS, No. 1, Sec. 560.12(d) provides:
“The auditor generally should (o)btain 
from legal counsel a description and evalua­
tion of any litigation, impending litigation, 
claims, and contingent liabilities of which he 
has knowledge that existed at the date of the 
balance sheet being reported on, together 
with a description and evaluation of any ad­
ditional matters of such nature coming to his 
attention up to the date of the information 
furnished."
From the auditor’s vantage point, the 
contingent liabilities on which the 
lawyer is asked to comment include con­
tingencies referred to in FASB State­
ment No. 5 which are commonly un­
derstood to be contingencies that are re­
quired to be disclosed but that are not 
yet “asserted claims.” Within this con­
text, claims which are not asserted are 
“unasserted claims.” They may be defin­
ed as:
"an existing condition, situation or set 
of circumstances, involving a substantial 
degree of uncertainty, which through a 
related future event lies a reasonable 
probability of resulting in the assertion of a 
claim and thus of having a material effect on 
a company’s financial position or results of 
operation — even though no one has actual­
ly asserted or threatened to assert a claim 
and even though no one outside the com­
pany has expressed an awareness of the 
matter.’’3
It should be reemphasized at this point 
that the auditor’s standard for con­
tingent liabilities includes both asserted 
and unasserted claims. With respect to 
unasserted claims, however, the auditor 
is only concerned with those claims 
which have a reasonable probability of 
having a material effect on the com­
pany’s financial statements (FASB No. 
5 — paragraphs .03 and .04.)
If the auditors are unable to complete 
the procedures necessary to satisfy 
themselves as to the fair presentation of 
a company’s financial statements, they 
must render a qualified opinion or dis­
claimer of opinion and state the reasons 
therefore. (SAS No. 1 Sections 512 and 
514 and 547). It is normal auditing 
procedure to request the client to obtain 
a letter from legal counsel addressed to 
the auditor describing and evaluating 
contingent liabilities, which, as in­
dicated above, include unasserted 
claims. (Such a letter is known in legal 
circles as a “comfort letter.”) Rarely will 
auditors be able to satisfy themselves 
concerning unasserted claims without 
the participation of legal counsel.
Some attorneys would argue that it is 
possible for the auditors to satisfy 
themselves concerning unasserted 
claims without the participation of out­
side legal counsel. Recognizing that 
financial statements are merely 
representations of management, how­
ever, the auditor seeks the lawyer’s re­
sponse not only as corroboration of 
management’s representations, but as 
the best available evidence on which to 
base an opinion. The lawyer is subject to 
a code of professional ethics, is an ex­
pert in legal matters, and is not part of 
management. In other words, without 
corroboration of legal counsel, the 
auditor would be forced to accept one 
set of unsupported management 
representations (contingent liabilities 
which the client may not be fully compe-
Like the public accountant, a 
client's lawyer may not mutely 
stand by when aware of a 
material nondisclosure.
tent to legally evaluate) as constituting 
adequate evidence to support another 
set of management representations (the 
financial statements). Obviously, that 
circumstance from an auditor’s point of 
view is not feasible. In conjunction with 
the lawyer’s response to the auditor’s in­
quiry, it is the auditing profession’s opi­
nion that the lawyer should advise the 
auditor of any limitations imposed on 
his response, whether by the client or 
otherwise, including legal ethics.
The unwillingness or inability of the 
lawyer to respond to the auditor’s letter 
in a manner satisfactory to the auditor 
(and auditing professional standards) 
may give rise to a qualification of the 
auditor’s opinion. Financial statements 
lacking “clean” opinions may cause the 
company damage since such statements 
may not meet legal or other re­
quirements. Opinions qualified as to 
scope which can result as a result of 
lawyer’s responses to auditor’s inquiries 
are not acceptable to the SEC. It is the 
auditor’s belief that lawyers are serving 
their clients’ best interests by 
cooperating with and responding fully 
to the auditor.
The Lawyer’s Concern
As would be anticipated, lawyers view 
their role in the preparation of financial 
statements from a significantly different 
vantage point. Traditionally, executives 
of a corporation have been able to con­
sult with their attorneys on the basis of 
absolute confidentiality. This confiden­
tiality has been considered a matter of 
significant public interest and has been 
protected by the professional canons of 
ethics as well as judicial decision. It is of 
great concern to the legal profession 
that the corporate client may have 
dispense with the traditional confiden­
tiality and assent to disclosure by 
counsel as a condition of gaining an un­
qualified auditor’s opinion.
It is the lawyers’ contention that, in 
responding to any aspect of an auditor’s
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The informant role would 
destroy or at least seriously im­
pair, in the lawyer’s view, client 
representation. . . .
inquiry letter, the lawyer must be guided 
by the ethical obligations as set forth in 
the Code of Professional Responsibili­
ty. Under Canon 4, a lawyer is enjoined 
to preserve the client’s confidences 
(defined as information protected by the 
attorney-client privilege under 
applicable law) and the client’s secrets. 
The observance of this ethical obliga­
tion is necessary not only to facilitate the 
full development of facts essential to 
proper representation of the client, but 
also to encourage laymen to seek early 
legal assistance. Ethical Consideration 
4-4 of the Canons further distinguishes 
between attorney-client privilege and 
the ethical obligation: “This ethical 
(obligation), unlike the evidentiary 
privilege, exists without regard to the 
nature or source of information or the 
fact that others share the knowledge.” 
Relevant to this aspect of confidentiali­
ty, Disciplinary Rule 4-101 of Canon 4, 
prohibits an attorney from revealing 
client confidences unless the client has 
consented and then only after full and 
prior disclosure to client of the informa­
tion being revealed.
"In view of this requirement for full dis­
closure the original inquiry letter signed by 
the client (normally a communication from 
client to the lawyer but the text for which is 
suggested by the auditor to the client), which 
some have assumed to supply the necessary 
consent, cannot routinely be regarded as suf­
ficient in instances where the lawyer’s reply 
could contain material coming within the 
definition of confidences and secrets. . . ”4 Your response should include matters that existed as of December 31, 19XX and during 
the period from that date to the date of your response.
Please specifically identify the nature of and reasons for any limitation on your response.
Your response will not be quoted or referred to in our financial statements without prior 
consultation with you.
Please send your response directly to our auditors,__________________ , with a copy to
us.
Very truly yours,
Lawyers are concerned that their role 
not become that of informants. The in­
formant role would destroy or at least 
seriously impair, in the lawyers’ view, 
client representation because clients 
would be reluctant to discuss sensitive 
matter with counsel if the clients knew 
counsel would be forced to reveal such 
matters to auditors, who in turn may in­
sist that the matters be publicly disclos­
ed in the financial statements of the 




In connection with an examination of our financial statements on December 31, 19XX 
and for the year then ended, please furnish to our independent auditors, 
__________________ , information concerning pending or threatened litigation, claims 
and assessments, and concerning unasserted claims and assessments, as defined 
hereinbelow with respect to which you have been engaged and to which you have devoted 
substantive attention on behalf of the Company in the form of legal consultation or 
representation.
Pending or Threatened Litigation, Claims, and Assessments:
Please furnish to our auditors a description and evaluation of all pending and threatened 
litigation, claims, and assessments. Your response should include the following: (1) the 
nature of the matter, (2) the progress of the matter to date, (3) the company’s response or 
intended response (for example, to contest the case or to seek an out-of-court settlement), 
and (4) an evaluation of the likelihood of an unfavorable outcome and an estimate, if one 
can be made, of the amount or range of potential loss. In addition, please include an ex­
planation of those matters as to which your views may differ from those stated by the 
Company and an identification of the omission of any pending or threatened litigation, 
claims or assessments.
We are not aware of any unasserted claims or assessments involving the Company.
Unasserted Claims and Assessments:
In the case of such a matter involving an unasserted claim or assessment where there has 
been no manifestation by a potential claimant of an awareness of a possible claim or 
assessment, a description should be furnished if information available indicates that asser­
tion of a claim is probable and there is a reasonable possibility that the outcome will be un­
favorable and the resulting liability would be material.
We are not aware of any unasserted claims or assessments involving the Company.
Please furnish to our auditors an explanation, if any, that you consider necessary to 
supplement the foregoing information, including an explanation of those matters as to 
which your views may differ from those stated.
We understand that whenever, in the course of performing legal services for us with 
respect to a matter recognized to involve an unasserted possible claim or assessment that 
may call for financial statement disclosure, you have formed a professional conclusion 
that we should disclose or consider disclosure concerning such possible claim or assess­
ment, as a matter of professional responsibility to us, you will so advise us and will consult 
with us concerning the question of such disclosure and the applicable requirements of 
Statement of Financial Accounting Standards No. 5. Please specifically confirm to our 
auditors that our understanding is correct.
Response
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unasserted claims requested by auditors 
is furnished, there is the concern that the 
attorney/client privilege defense will be 
jeopardized. Since auditors’ 
workpapers are subject to discovery, the 
information would also be subject to 
discovery. It is also possible that dis­
closure of unasserted claims in the 
financial statements of the client might 
result in the assertion of a claim that 
otherwise would not have been asserted 
— that is, but for the disclosure, the 
claimants would never have made a de­
mand. The danger of such disclosure to 
the company and current investors can­
not be ignored.
Other ethical considerations exist in 
the case of the contingent liability where 
no claim is impending or has been 
threatened. The contingent liability in 
question may involve a business deci­
sion made in good faith by the client, but 
in the face of cautionary or contrary 
legal advice. Disclosure of the matter 
could be detrimental to the client, but 
could simultaneously be to the advan­
tage of the lawyer by serving to vindicate 
the lawyer’s professional conduct. In 
such instance, the lawyer may be faced 
with a conflict of interest. Disciplinary 
Rule 5-101 forbids a lawyer from acting 
if the exercise of his professional judg­
ment on behalf of his client may be 
affected by his own personal interests; 
and Ethical Consideration 9-6 states 
that a lawyer shall strive to avoid not 
only professional impropriety but also 
the appearance of impropriety.
Many attorneys are concerned that 
they may unknowingly fail to furnish 
the information requested by the 
auditor because the accountant’s defini­
tion of what constitutes a contingent 
liability and an unasserted claim are un­
duly broad and vague. In addition, the 
lawyers are concerned about the risk of 
incorrectly predicting the ultimate out­
come of current litigation or an asserted 
claim. Finally, many attorneys remain 
convinced that the auditor can obtain 
sufficient evidence to support an un­
qualified opinion from other sources.
Towards A Solution For Disclosure 
— Compromise?
It is obvious that the positions of the 
legal and accounting professions are 
based on fundamental issues and con­
cerns. One primary area of concern has 
been the struggle between the legitimate 
public policy expressed as “the investors 
right to know’’ and the legitimate and 
equally important public interest in 
preserving a place for the at­
torney/client privilege. At the same 
time, and inseparable from the public 
policy issue, there has been continuing 
concern over the meaning of the term 
“contingent liabilities.” Each profession 
has held the belief that the other’s posi­
tion would result in great harm. This ex­
plains why the dilemma existed for 
many years, unresolved, despite great 
efforts on the part of both professions. 
The compromise position recently 
adopted by SAS No. 12 and the ABA 
Statement of Policy Regarding 
Lawyers’ Responses to Auditors’ Re­
quests for Information must then be 
evaluated in terms of their ability to 
meet the needs of their clients, the public 
interest and the professional standards 
of the lawyers and auditors involved.
Two important points, with respect to 
the statement position of both positions, 
should be clarified. SAS No. 12, 
Paragraph 5 refers to the Statement of
EXHIBIT 2 — Lawyer’s Response Letter
February 1, 19XX
Cowles, Putnam & Action
One East Fourth Street
Seven Hills, Ohio 45202
Gentlemen:
At the request of President of
(the “Company”), we advise you as follows in con­
nection with your examination of the financial statements of the Company at 
December 31, 19XX.
Referring to the Company’s request that we furnish to you information with 
respect to pending or threatened litigation involving it, other claims pending or 
threatened against it and any other contingent liabilities of it, please be advised 
that we did not, at December 31, 19XX, or at the date as of which the information 
herein is furnished, represent the Company in connection with any such pending 
or threatened litigation, controversies or claims.
In the course of performing legal services for the Company with respect to a 
matter recognized to involve an unasserted possible claim or assessment that 
may call for financial statement disclosure, if we have formed a professional con­
clusion that the Company should disclose or consider disclosure concerning such 
possible claim or assessment, as a matter of professional responsibility to the 
Company, we will so advise them and will consult with them concerning the 
question of such disclosure and the applicable requirements of Statement of 
Financial Accounting Standards No. 5.
This letter is solely for your information in connection with your audit of the 
financial condition of the Company at December 31, 19XX, and is not to be 
quoted in whole or in part or otherwise referred to in any financial statements of 
the Company or related document, nor is it to be filed with any governmental 
agency or other person, without the prior written consent of this firm.
Very truly yours,
The policies adopted are com­
promise positions between the 
two professions...the procedural 
compromise is simply not 
capable of merging two 
professional codes of conduct.
Financial Accounting Standards No. 5 
for definition of disclosure requirements 
for contingencies:
“disclosure of the contingency shall be 
made where there is at least a reasonable 
possibility that a loss or additional loss may 
have been incurred. . .Disclosure is not re­




A large commercial 
manufacturing division 
of a rapidly expanding 
Fortune 50 organization 
has an attractive opening for 
a dynamic individual 
with a proven financial 
track record. This is a 
responsible position with 
high visibility and offering 
excellent growth potential.
Candidate must have a 
strong background 
in the following areas: 
profit planning, financial 
analysis, credit and 
collections, and general 
accounting. Some knowledge 
of government accounting 
and pricing is desirable.
EAST COAST LOCATION
If you fit these requirements, 
please send a detailed 
resume, including your past 
salary history and current 
salary requirements, to:
considered probable that a claim will be 
asserted and there is a reasonable possibility 
that the outcome will be disfavorable.” 
The auditor must be aware that he is still 
dependent upon the attorney’s opinion 
as to “reasonable possibility.” In this 
regard, the ABA Statement of Policy, 
Paragraph 5, Loss Contingencies, sec­
tion C, provides the guideline on which 
the attorney will base disclosure con­
siderations for unasserted possible 
claims.
. .the client should request the lawyer to 
furnish information to the auditor only if the 
client has determined that it is probable that 
a possible claim will be asserted, and there is 
a reasonable possibility that the outcome. .. 
will be unfavorable. . .and the resulting 
liability would be material. . ."
The distinction between probable and 
possible still exists. A lawyer may still 
take the position that
“(w)here the possibility of assertion in the 
future of a claim is considered reasonably 
likely, and therefore outside the category of 
‘general risk contingency,’ but public dis­
closure thereof is not at the time believed to 
be obligatory or justified, for example, on 
the theory of nonavailability and unripeness 
for publication or theory of valid corporate 
purpose — the lawyer would preserve the 
clients’ confidences / secrets and would not 
be expected to comment thereon. ” 5
There remains the question whether 
lawyers and their clients because of their 
different perspective, may be able to 
determine what is required by FASB 
No. 5. There is the possibility that a 
matter may remain undisclosed that the 
auditors would have determined re­
quired disclosure, had they been made 
aware of them. Yet, like the novel Catch 
22, if the lawyer makes the auditor 
“aware” of the matter so as to allow the 
auditor to exercise his professional 
judgment as to non-disclosure, the 
lawyer knows that any subsequent dis­
covery of the auditor’s workpapers will 
result in public disclosure anyway.
SAS No. 12 has narrowed the scope 
of inquiry of the letter of audit inquiry to 
the client’s lawyer. This has been a com­
promise to more closely reflect those 
matters which attorneys felt were ap­
propriate subjects for response with 
respect to contingent liabilities. There is 
no basis for lawyers to refuse to respond 
to specific questions with the client’s 
consent relevant to any legal matter 
material to the financial statements. The 
auditor must be aware that the scope of 
the response will be “limited to matters 
which have been given substantive 
attention by the lawyer in the form of 
legal consultation, and, where ap­
propriate, legal representation.. .”6 The 
2Wharton, Don, “The Dilemma of the Un­
asserted Claim,” The Arthur Young Journal (Spr­
ing 1975): 8. ARB No. 50 was superseded by 
FASB No. 5, 7/1/75, issued after this article was 
written.
3Ibid.
4Report of the Committee on Corporate Law 
and Accounting of the Section of Corporation, 
Banking and Business Law, American Bar 
Association, “Scope of Lawyers’ Responses to 
Auditors’ Requests for Information,” The 
Business Lawyer 29 (July 1974): 1395.
5Ibid., (January 1975): 513.
6Ibid., p. 526.
This paper draws heavily from the reports of the 
following committees of the Section of Corpora­
tion, Banking and Business Law of the American 
Bar Association: Auditors’ Inquiry Responses, 
Counsel Responsibility and Liability, and Cor­
porate Law and Accounting. For an indepth study 
of the auditor’s responsibilities on “unasserted 
claims” the reader is referred to Financial Account­
ing Standards Board Statement No. 5 and 
Statements on Auditing Standards Nos. 1 and 12.
lawyer will not respond to an inquiry 
letter where “the client has been re­
quired to specify all or substantially all 
unasserted possible claims as to which 
legal advice may have been obtained.”
It should be noted that the policies 
adopted are compromise positions 
between the two professions. The com­
promise is still too new to be evaluated 
in terms of its effectiveness and 
workability. The fact cannot be ignored 
that the procedural compromise is simp­
ly not capable of merging two 
professional codes of conduct, where 
those codes are inherently in juxtaposi­
tion. Lawyers must still weigh their dis­
closure against professional ethical 
standards. Auditors must still determine 
their opinions based upon personal 
judgment and interpretation under 
specific circumstances as to what con­
stitutes “adequate disclosure” and “fair­
ly present” the financial position.
Appendix
The exhibits included are an ex­
ample of a company’s audit inquiry to 
its attorney on behalf of the company’s 
auditors, and the attorney’s response 
letter to the inquiry. The examples are a 
composite drawn from actual inquiries 
received by and from responses made by 
a large corporate law firm. These ex­
amples illustrate the manner and form 
of inquiry and response letters currently 
in use which reflect the ABA Policy 
Statement and FASB Statement No. 5.
FOOTNOTES
1The Texas Gulf Sulphur Co. Case concerned a 
six-month delay in the public disclosure of the dis­
covery of a significant mineral deposit.
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Senator Metcalf:
Bridge To Government
Thomas S. Watson, Jr., CPA
Thomas S. Watson, Jr., CPA, Cleveland, 
Ohio, is President and Co-Founder of Wat­
son, Rice & Co. He received his B.B.A. and 
M.B.A. degrees from the Cleveland State 
University, has lectured college audiences 
and appeared before a United States House 
of Representatives Appropriations Sub­
committee concerned with fiscal monitoring 
of CETA programs. He is Planning Chair­
man of the National Small Business 
Development Committee of the AICPA, 
holds committee positions with the Ohio 
Society of CPAs, serves as a member of the 
Ohio Board of Accountancy, and is affiliated 
with various professional and service 
organizations.
Editorial Comment: Seldom has the 
business and accounting press printed 
so many column inches of jeremiad as 
those that followed the indictments of 
the accounting profession by Senator 
William Proxmire (D-Wis.), Senator 
Lee Metcalf (D-Mont.) and Represen­
tative John Moss (D-Cal.). Defensive 
replies, sometimes vituperative, always 
anguished, have followed in quick 
succession and built into a momentum 
that urges counter-proposals to the 
proposed government regulation. Very 
important people (usually well placed in 
Big Eight public accounting firms) have 
had their say and have spoken with 
patriarchal authority for the entire ac­
counting group.
The comment below is from a less 
documented but very significant part of 
the profession, the small public accoun­
ting practitioner. It is adapted from the 
April 21, 1977, testimony by Mr. Wat­
son at the committee hearings before 
Senator Lee Metcalf, Chairman of the 
Subcommittee on Reports, Accounting 
and Management, Committee on 
Government Operations, United States 
Senate. The Senator and his staff 
prepared the much-protested study en­
titled “The Accounting Establishment,” 
published late in December, 1976.
Your constructive concern from 
without our profession, and the urging 
of concerned certified public accoun­
tants from within should move the 
leadership of the accounting profession 
to make the changes and improvements 
that are in the best interests of all who 
are concerned.
These comments are not meant to en­
courage the pursuit of federal regulation 
of accounting practice by Certified 
Public Accountants. However, an ob­
jective examination of any organization 
or body, conducted in a constructive 
manner, will bring suggestions for 
changes and improvements that will 
benefit both the organization and the 
public that it serves. We as public 
auditors have been espousing that posi­
tion for many years. We have attempted 
to belie the wry comment that the two 
greatest lies ever told are spoken when 
the auditor arrives:
The auditee says: “I am glad to see 
you.”
The auditor says: “I’m here to help 
you.”
It is our turn to be the auditee. We’re 
glad to see you. It is my hope that this 
experience ultimately will benefit both 
the accounting profession and the 
economic decision-makers, large and 
small, of our country.
There are some specific areas where I 
feel that continued encouragement will 
be helpful to our profession. They in­
clude the development of audit com­
mittees, the development of a small­
business arm of the Financial Accoun­
ting Standards Board, the continuance 
of quality control programs, and some 
resolution of the“restraint of trade” 
charge by the Federal Trade Comission. 
Further, the continued integration of, 
and cooperation with, minority groups 
will enhance the vitality of the profes­
sion and be a reflection of the best inten­
tions of our democratic government. 
The profession also solicits stronger 
support of the public service committees 
of our professional societies. The 
paragraphs that follow explore these 
areas of potential development.
Audit Committees
A major concern of our profession is 
maintenance of independence in 
appearance as well as mind. The CPA’s 
reputation for independence and in­
tegrity is our principal stock in trade. At 
this point, although most auditors have 
maintained their independence of 
thought we have allowed the public’s 
perception to change
There is a growing concern over the 
auditors being engaged and paid by the 
management that they are auditing. 
This situation has compromised the 
appearance of independence in the 
minds of the general public.
Our profession is aware of the 
problem as are the stock exchanges and 
the Securities and Exchange Commis­
sion. We are encouraged by the New 
York Stock Exchange requirement that 
all listed companies use audit com­
mittees of outside directors to deal with 
independent auditors.
I propose that the concept of the audit 
committee be developed and en­
couraged by our professional societies. 
There are several concepts now being 
proposed. Our concept suggests that the 
audit committee be comprised of three 
outside directors having non­
interest/identification with the manage­
ment of the company. They should be 
elected by the stockholders annually, by
July 1977/13
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a ballot that would choose three from a 
field of five nominees. The committee 
would elect its chairman.
The audit committee would be charg­
ed with the full administration of the in­
dependent audit. It should engage the 
auditor, provide continued contact with 
the auditor for the period of the audit 
engagement, accept the final audit 
report and pay the audit firm.
This proposal varies from most others 
in the last function proposed above. For 
proper administration of the audit 
engagement the audit committee will re­
quire both a staff and a budget.
Small Business Arm of FASB
An arm of the FASB should be 
developed to deal with the special re­
quirements of small business accoun­
ting. The American Institute of Cer­
tified Public Accountants presently has 
the “GAAP for Small and/or Closely 
Held Business Committee.” This com­
mittee studies generally accepted ac­
counting principles and proposes 
changes in Statements on Auditing 
Standards and makes recommendations 
to the FASB.
Some small practitioners feel that cer­
tain accounting and auditing standards 
may not apply to their clients who are 
mainly small, privately owned 
businesses. The FASB needs a rule mak­
ing arm that would work together with 
the AICPA committee to refine and 
develop the reporting of accounting in­
formation for small business. Such an 
FASB division should have the power to 
set accounting policy for the small or 
closely held business, and for not-for- 
profit organizations.
Quality Control Program
The AICPA has begun the develop­
ment of a quality control program 
building on the prior quality review 
program that had served smaller prac­
titioners. As the new program is con­
stituted it will provide for a review and 
rating of the quality control system of 
any practice unit. If a firm’s system is 
found deficient it will be given an oppor­
tunity to correct the deficiencies and re­
quest a subsequent review. This 
program is now voluntary.
We propose that the voluntary 
program be continued. However, it 
would be enhanced substantially if the 
results of the review were available to 
the public. Both the firm’s image and the 
public confidence would be enhanced by 
issuing a public notice of those firms 
whose quality control programs are ap­
proved by the AICPA. Publicizing the 
status of participants would also in­
crease motivation for a firm to par­
ticipate in the program.
The AICPA and/or the firm should 
be free to reveal the results of the review, 
within the constraints of professional 
ethics and good taste.
Behavior Rules
The Federal Trade Commission is 
presently investigating The AICPA, 
state societies and state accountancy 
boards. One of the major concerns ex­
pressed is the behavior rules (rules of 
ethical conduct) as promulgated by 
these bodies.
The rules under fire prohibit solicita­
tion of clients, advertising, and offers of 
employment to other practitioners’ 
staffs. The FTC and others have 
suggested that these prohibitions may 
be “in restraint of trade.”
The AICPA is reviewing its code of 
ethics as are many state societies and 
state accountancy boards. I would en­
courage them to modify the existing 
rules to reflect the concerns expressed 
by the FTC, without completely remov­
ing all charges for CPAs to maintain a 
high degree of integrity and 
professionalism.
Integrate the Profession 
on all levels
In 1969 the Council of the AICPA 
passed a formal resolution urging in­
tegration in fact as well as ideal. Prior to 
1969 there were only 150 black CPAs in 
the United States. Integration of the 
profession means minorities among the 
partners of Big-Eight accounting firms, 
the board of directors of the AICPA, ac­
countancy boards, AICPA senior com­
mittees, and the professional staff of the 
AICPA and FASB. There are minority 
CPAs qualified for these positions.
We must continue to encourage 
minority students who are potentially 
qualified to enter the accounting profes­
sion. In 1976 there were 450 black CPAs 
in the country. Among the many 
reasons for this small number of black 
CPAs is the fact that many minority 
students are not aware of the rewards of 
selecting a career in accounting. Ac­
counting is an unknown area for many 
minority students.
The AICPA attempted to address this 
problem by forming the Committee on 
Minority Recruitment and Equal Op­
portunity. The Committee developed as 
a result of Council’s resolution urging 
integration of the profession in fact as 
well as idea. The Committee’s objective 
is to encourage and assist younger men 
and women from minority groups to 
prepare themselves for professional 
careers in accounting. The Committee 
oversees the Accounting Education 
Fund for Disadvantaged Students, 
which includes both grants and 
scholarships. It has asked for con­
tributions from the AICPA 
membership. But the response has been 
modest.
Stronger Support of the
Public Services Committees
We are increasingly aware of the 
negative impression the public has of 
CPAs. In recent years the CPA has been 
most visible as the defendant in law suits 
against auditors, anti-trust action by the 
federal government and attacks on our 
integrity by government officials. The 
general public lacks a basic understan­
ding of accountancy and has a mis­
conception of the role of the auditor.
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NEW FROM FAST 
Financial Accounting Services and Terminal 
FUNCTIONAL ACCOUNTING
Commercial Information provides the profes­
sional accounting firm with FUNCTIONAL 
ACCOUNTING data base processing services. 
This innovative service will enable your firm to 
adequately fulfill the automated reporting 
requirements of your tax exempt clients.
The design of the FAST FUNCTIONAL AC­
COUNTING data base is such that the applica­
tion subsystems will integrate with your clients' 
GENERAL LEDGERS as required. You may 
designate summary control information from a 
client PAYROLL subsystem be generated 
automatically for integration with the GEN­
ERAL LEDGER. Whenever possible FAST 
eliminates to the greatest extent repetitive 
manual handling. The result is a service to the 
accounting firm at a lower cost, faster, and 
with considerably less effort than a manual 
system.
One of the most interesting features of the 
FAST FUNCTIONAL ACCOUNTING data 
base system is that virtually all of the com­
puter programming has been done. The ac­
counting firm simply selects and defines the 
financial and management information reporting 
requirements for each client. These parameters 
are then “plugged” into the FAST automated 
data base at a very moderate cost.
The Commercial Information alpha-numeric 
computer terminal may be purchased or rented 
on a month to month basis. A long term lease 
agreement is NOT required.
A standard telephone line and data access 
arrangement is the only equipment required 
from your local telephone company. There is 
NOT an additional charge for the transmission 
of your client data to the Commercial Informa­
tion computer center six nights weekly (unat­
tended).
Reports are shipped to you from the C.l. com­
puter center at no additional charge (courier 
service delivery areas excepted) early the next 
morning.
FAST SERVICES:
. STANDARD GENERAL LEDGER 
. ADVANCED GENERAL LEDGER
. CUSTOM GENERAL LEDGER
. FUNCTIONAL ACCOUNTING
. ADVANCED PAYROLL CHECKWRITING 
& RECORDKEEPING
. STANDARD ACCOUNTS RECEIVABLE
. ADVANCED ACCOUNTS RECEIVABLE
. ADVANCED ACCOUNTS PAYABLE
. TERMINAL NETWORKS
for information call or write your nearest Commercial Information office:
85 Mystic St., Arlington, MA 02174 7700 Marine Rd., N. Bergen, NJ 07047 1114 N. Arlington Hts. Rd., *100, Arlington Hts., IL 60004
Phone 617/648-8250 Phone 201/868-1717 Phone 312/259-8990
342 Madison Ave., New York, NY 10017 18287 Mallard Circle, Cleveland, OH 44136 8936 S. Sepulveda Blvd., #202, Los Angeles, CA 90045 
Phone 212/682-3256 Phone 216/238-5990 Phone 213/645-2500
FAST IS A TRADEMARK OF COMMERCIAL INFORMATION CORPORATION
We are not a very popular profession, 
but we do not have to remain that way. 
We must make the public aware of our 
positive accomplishments and con­
tributions to society. For this reason 
every CPA must wholeheartedly sup­
port the public service committees of 
our professional societies.
To gain more public awareness of our 
profession the Small Business Develop­
ment Committee of the AICPA works 
with the state societies to organize local 
accounting programs and conduct small 
business assistance programs. The 
SBDC also serves as a control informa­
tion point for inquiries related to job 
training, minority CPA firms, minority 
recruiting programs, and small business 
development. Through the efforts of the 
SBDC and the state societies, free ac­
counting service are rendered to in­
dividuals who otherwise could not af­
ford the services of an accountant.
With the continued endorsement of 
the AICPA these public services can be 
provided on a continual and expanded 
basis.
Much has been published about the 
AICPA and CPAs in general. However, 
the role of the professional societies in 
support of smaller practitioners and 
small business is often overlooked. The 
AICPA has the opportunity to endorse 
and support the work of its Small 
Business Development Committee in a 
way that will enhance our professional 
image and expand our existing 
programs.
Conclusion
While we all agree that the accounting 
profession could be improved, it is 
heartening to review the recent progress. 
The numerous investigations and 
reviews of the profession’s organization 
have caused us to take a look at 
ourselves and our institutions. That in­
ward look has generated a mood that is 
receptive to constructive change. The 
improvements that we have recently 
seen will be followed by many more bold 
and constructive steps in the near future. 
We are moving. And with the continued 
motivation of federal and congressional 
reviews of our progress, we will continue 
to move forward.
Specific actions that the federal agen­
cies and Congress should encourage in­
clude the following:
1. The broad use of audit committees 
by not only publicity traded com­
panies but also all other corporations 
receiving public funds.
2. Development of an arm of the FASB 
that will specifically address accoun­
ting information needs of the small 
business.
3. General promotion of the AICPA 
Quality Control Program so that it 
will gain broad acceptance from the 
public as well as CPA firms.
4. Modification of the existing 
behavior rules of the CPA 
professional societies.
5. Integration of the profession on all 
levels.
6. Active cooperation with minority 
organizations to appoint minorities 
to senior committees.
7. Full endorsement of the Small 
Business Development Committee 
program by the AICPA Council and 
Board of Directors, and general sup­





M. Beth Armstrong, CPA
It was 7:00 a.m., Monday, March 31, 
2001 as Jo’s programmed dream tape 
gently awakened her. “Jo”, nickname 
for Josephine Jones, CPA-A (Certified 
Public Accountant — Auditing), had 
chosen to receive her certificate in 
Auditing rather than tax, management 
services, estate planning, or general. She 
lived and worked in, to her, the best part 
of NorAm (formerly known as North 
America) which was its Western coast. 
Specifically, she lived in San San, a large 
megalopolis stretching from what was 
formerly San Francisco to the former 
San Diego.
Two minutes after the natural, gentle 
awakening by the dream tape, the tele 
became visible and the aroma of freshly 
perking coffee drifted into her bedroom. 
Another day had begun. The tele, a wall­
size, three dimensional version of the 
old television, soon brought her to the 
realities of that day: the morning news 
was on.
“The president of the United States 
has sharply criticized the leaders of 
Africa and India for increased es­
pionage within the U.S. ‘Ever since em­
migration and immigration laws were 
struck down, world-wide, through 
Bridge Into The Future
M. Beth Armstrong, CPA, is Assistant 
Professor of Business, La Verne College, 
California. She is a graduate of the Universi­
ty of Nevada, Reno, has served as senior 
auditor for Ernst & Ernst in Tucson, and 
received her M.B.A. degree from California 
State Polytechnic University at Pomona.
mutual consent and agreement of the 
World-Government nations,’ he said, 
‘our country’s governmental agencies, 
units and bureaus have been subject to 
sophisticated espionage methods.’”
“What’s new?” thought Jo. It wasn’t 
the freedom-of-passage laws which had 
hurt the United States, but the general 
decline of world prestige and power 
which had been experienced for thirty or 
more years. “It’s too bad,” Jo mused, 
“that the president can’t take a lesson 
from General Motors of Exxon or one 
of the other real world governments.”
“Voters in Latin America” the news 
commentator continued, “have re­
elected Jose Suarez as president of the 
United States of Latin America. ”
“And now a look at the weather. San 
San can expect clear and sunny skies for 
the upcoming weekend. Smog and rain 
clouds will be routed out to sea to allow 
sunny days during the holiday season. 
After July 4th, light rains will be resum­
ed over California to ensure bountiful 
crops.”
Jo turned off the tele and began mov­
ing about her apartment, getting ready 
for work. She was lucky, she reflected, 
to have a top level apartment. Although 
all apartments in her complex had two 
or more sides exposed, she was also for­
tunate enough to have her roof made of 
the tough, clear vinyl shell. This morn­
ing she stretched, looking up at the 
higher buildings towering above her 
complex, and at the blue sky beyond 
them. The “clear” vinyl was clear from 
the inside only. From the outside it was 
like a foggy mirror and could not be seen 
through.
While she washed her face she 
reflected on her own image in the 
mirror. Although it had been more than 
five years ago, she was still pleased with 
the way the doctor had improved her 
nose and cheek bones. Seeing her skin 
color, she made a mental note to make 
another appointment for “syntho- 
tanning.”
She selected a pants outfit from a large 
assortment of paper clothes she recently 
received from a mail order firm. By now, 
all five big mail order clothing stores 
had her exact body measurements and 
her tastes in clothing and colors in their 
computer files. It didn’t really matter 
which one she ordered from, they all 
sent pretty similiar selections.
Jo sauntered into the kitchen and put 
a bacon, egg, and muffin “auto 
breakfast” in her microwave oven. Odd, 
she thought, that with all the modern 
atomic powered appliances she had at 
her disposal, she still preferred this old- 
fashioned microwave oven. She 
dropped two drops of “Quik-Awake” 
drug into her coffee and sat down to 
breakfast Soon she was down to her heli 
pad, warming up her helicopter. She 
checked her assignment sheet and Air­
ways map and was on her way to Pied­
mont Paper Products where she would 
observe the client’s handling of the an­
nual physical inventory.
For half a century, now, it had been 
imperative that the auditors be present 
when a company took its physical inven­
tory. Many companies had changed to a 
system of partial inventory counts 
periodically throughout the year, and 
the auditors picked certain counts for 
observation and test checks. However, 
at Piedmont, a subsidiary of Central 
American Inc., which was a branch of 
GATX, the physical inventory was 
taken monthly, and since their year end 
was June 30, this inventory taking 
constituted the year-end inventory and 
must be observed by the auditors.
Josephine was very adept at this sort 
of thing. After four years of accounting 
at the undergraduate college level, she 
went on to graduate school in auditing, 
as was required of all CPA-As. After 
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college she was hired by Price Anderson 
Waterhouse and Ernest, one of the Bit-3 
professional corporations engaged in 
auditing. There, after a battery of tests, 
Jo was selected to specialize in the 
observation of physical inventories at 
the warehousing and retailing levels. 
She was glad she did not specialize in in­
ventories of manufacturing concerns, as 
she always considered work-in-process 
inventories to be messy and judgmen­
tal. She was even happier that she did 
not end up like her school-mate, 
George, auditing nothing but savings 
and loan associations. With her par­
ticular speciality, Jo spent only a few 
days at a time with any particular client, 
and then she would be off to another in­
ventory observation. A good friend of 
hers, Kathy, specialized in the audit of 
the city of Los Angeles, and never left 
that client’s offices. Her audit was a 
year-round assignment and Kathy 
almost felt like a government employee 
instead of an independent auditor. Jo 
especially liked the freedom her special­
ty gave her.
Jo sometimes regretted that she was 
not able to stay with a particular client 
and complete all aspects of the audit, as 
auditors used to do (according to her 
text tapes), but then she would cheer 
herself by recalling her training days 
and her dislike for working swing-shift 
hours. Eighty percent of the “routine” 
audit work was simply computers 
auditing computers. The auditors, with 
their own computer audit programs, 
used the client’s data decks (or tapes) 
and the client’s processing programs 
and equipment. Since most of the 
clients could not afford to have their 
decks and equipment out of service dur­
ing working hours, the auditors did 
most of their work during the wee hours 
of the morning, a distinct drawback for 
Josephine who treasured her evenings 
and nights off.
Another ten percent of the audit func­
tion which used to be delegated to new 
trainees was now done by robo- 
machines. Someday auditors would 
have real robots to do their detail 
mechanical work, but for now the robo- 
machines did an excellent job of scan­
ning existing computer print-outs for 
authentic errors. Computers do not 
make such “errors” by themselves, but 
unlawful programmers can be ex­
tremely clever. It seemed that no matter 
how sophisticated and complex internal 
controls and audit programs became, 
the criminal mind found ways of staying 
one step ahead.
Although Jo liked her speciality of in­
ventory observations, she looked 
forward to the day when her seven years 
in that specialty would be served. She 
was hoping that her next training period 
would be in compliance. She always did 
like her accounting theory courses in 
college. Studying the financial reporting 
practices of clients to see if they com­
plied with the accounting principles, as 
set out by the AICPA, appealed to her. 
Of course, there were not nearly the 
number of “lawful” alternative forms of 
reporting as there was years ago. In fact, 
there was very little leeway left to the 
clients in the was of alternative accoun­
ting practices. But they kept trying to 
juggle the figures and it would be a 
challenge, Jo felt, to stay on top of the 
clients’ reporting practices.
Jo circled the warehouse of Piedmont 
to make sure no trucks were still loading 
or unloading inventory. Everything 
appeared to be in order. After landing 
her copter she unloaded her scooter and 
drove to the main office of the 
warehouse complex. All preparations 
were in readiness for her exactly as she 
had requested the previous week. By 
scooter she traveled throughout each 
warehouse, taking pictures of each row 
with her special heat-sensitive x-ray 
camera. She often made use of the 
client’s mini flying platform to raise her 
to appropriate levels within the 
warehouse to shoot the stacks of inven­
tory items from every conceivable angle. 
Later this film would be developed and 
fed into a special computer which 
analyzed the heat-sensitive and x-ray 
elements to estimate, with 99 percent ac­
curacy, the volume of merchandise in 
each stack. Amounts of each item would 
be fed into another computer containing 
cost information and a total inventory 
cost would be generated within $300- 
400 of an actual multimillion dollar in­
ventory figure.
By noon Jo had completed her obser­
vations and went to lunch with the com­
pany’s controller in the plant cafeteria. 
She selected a pseudo-lunch, as was her 
custom four days a week. She had found 
that she could maintain her desired 
weight level by substituting the calorie- 
free pseudo-meal for a normal lunch 
four times a week, and yet she was able 
to leave the cafeteria feeling satisfied.
Half-way through the meal Jo’s per­
sonal wrist pager signaled her, distrac­
ting her from the lunch. She excused 
herself and headed for the nearest 
telephone to call into the home office of 
Price Anderson and Ernest. Since it was 
often difficult to reach an auditor in the 
field most of them wore wrist pagers
She fitted her probes for elec­
tronic brain stimulation, turned 
on her in-home, shared-time, 
computer terminal and pushed 
the appropriate buttons for her 
computerized programmed learn­
ing course.
while at work. When she called the of­
fice she learned her assignment for the 
next day and also was told that there 
would be no additional work for her 
that afternoon. Therefore she was told 
to simulate audit activity for a couple of 
hours at Piedmont’s plant and then go 
home, thus putting in a normal five to 
six hour day.
After lunch break Jo made 
arrangements to tour the facilities with 
one of Piedmont’s foremen. He showed 
her the lines of automation and cyberna­
tion scheduled to be installed in the fac­
tory workers’ area, and explained the 
new surveillance and monitoring 
techniques used in the factory and 
warehouses alike. Soon they would be 
as carefully guarded as the data process­
ing center had been for the last five 
years. Six years ago a key puncher had 
been caught wiring into the shared-time 
computer hook-up with a plan to 
defraud his bank (with the aid of a friend 
working at a nearby branch office). The 
intention was to send periodic impulses 
blocking each of their credit balances 
with the bank. Currency was rarely used 
in 2000+ and with the fraudulent wiring 
scheme their credit balances would 
be blocked and the balances would re­
main unchanged. Since that time all ac­
tivity within and around the company’s 
computer center was televised and con­
stantly monitored by professional sur­
veillance teams.
At 2:30 Jo thanked her guide, 
gathered up her cameras and other 
equipment and headed home in her 
helicopter. It had been a tiring day, she 
reflected, and consumed two anti­
fatigue pills.
Upon arrival home she plugged in her 
automatic home maintenance system to 
clean the apartment for her while she 
practiced controlled relaxation techni­
ques, taught to her by the family hyp­
notist years ago. Twenty minutes later, 
her apartment was spotlessly clean, Jo 
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was refreshed and anxious to begin the 
second half of her day.
As the first part of her day had begun 
with the news, so did the second. Daily 
newspapers had become so cumbersone 
and voluminous that it would take the 
average person all day to read one. Since 
most people tended to read only those 
parts which most interested them: 
politics, sports, or editorials, it was com­
monplace to subscribe to a library filter­
ing service rather than to the newspaper 
itself. The newspaper was divided into 
its most common denominators by the 
library service, and individuals such as 
Josephine had personal terminals in 
their homes. With a few punches of 
program buttons, preferred parts of the 
news were audible over a device similiar 
to the old-time radios.
An hour later Jo sighed a deep sigh. 
She always ended her news selection 
with news reports on the lighter side, 
and with the comics so as to avoid being 
left with a feeling of depression. She also 
avoided news stories about killings and 
brutalities. Still, after hearing the news 
from Washington she always felt a little 
saddened that the United States was no 
longer a leading nation.
The next two hours, as always, were 
devoted to Jo’s continuing education 
program. She fitted her probes for elec­
tronic brain stimulation, turned on her 
in-home, shared-time, computer ter­
minal and pushed the appropriate but­
tons for her computerized programmed 
learning course.
By 7:00 p.m. Jo was ready to put away 
the cares of the day and turn to more 
romantic pursuits. Tonight she had a 
date with a medical student, in his 
eighth year of medical school. Jo was 
serious about this young man and hoped 
that if they did marry, they might be able 
to get as many as two birth permits, 
since they were both professionals with 
high IQ’s. Only special couples could get 
more than the one permit, which was 
necessary to obtain birth pills as an an­
tidote to the birth control preparation 
which was continuously poured into all 
drinking water sources by order of the 
World-Government.
After a delightful evening of non­
harmful diversion, an outdoor play 
beautifully illuminated by an artificial 
moon the size of a city block and a 
romantic walk in an expensive but safe 
private park, Jo was ready to return 
home, program her electronic brain 
stimulator for a nice romantic dream to 
continue her present mood and fall into 




Editor, Clara C. Lelevre, CPA, Ph.D.
University of Cincinnati
Cincinnati, Ohio
Repair, Renovate, or Replace
The cease-fire agreement between the 
godparents of the accounting process 
has been broken.1 At stake is the guar­
dianship of the accounting process, and 
the outcome of the approaching battle 
will determine the future course of the 
accounting profession. Accounting’s 
godparents —the AICPA, SEC, FASB, 
and Congress — are preparing to do 
battle in the public arenas of the courts 
and the Halls of Congress.
The AICPA cites parental rights and 
the care and guidance given during in­
fancy and the formative years in support 
of its claim for guardianship. It also 
points to its longstanding working 
arrangement with the SEC as proof of 
its ability to assume responsibility and 
work with its peers, using as evidence 
the arrangement whereby it established 
measurement standards and SEC es­
tablished reporting standards for 
publicly held corporations. SEC insists 
that the Securities Acts of 1933 and 1934 
give it full legal guardianship. It further 
contends that it is not precluded from 
entering the measurement area if it 
believes that the AICPA is not ade­
quately meeting its responsibilities, and 
that any future arrangements will be 
controlled by the SEC.
FASB supports its claim to guar­
dianship on powers delegated to it by 
both the AICPA and the SEC. (It cites 
as the basis of its claim the actions of the 
AICPA Council that stated that FASB 
Standards constituted GAAP and Rule 
203 of the Code of Professional Ethics 
that requires member adherence to 
GAAP promulgated by the body 
designated by the Council.) It further 
supports its claim by SEC’s announce­
ment in ARS #150 that FASB’s Accoun­
ting pronouncements would be presum­
ed to have “substantial authoritative 
support.”
Congress has served notice through 
its Metcalfs and Mosses that the guar­
dianship arrangements will be reex­
amined. It insists that the other god­
parents have been self-serving and have 
done a miserable job of protecting the 
public. It contends that the “Big Eight” 
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accounting firms constitute a cartel 
designed to limit competition. The 
cartel is accused of controlling the AIC­
PA and the FASB with the tacit consent 
of the SEC. Congress is demanding an 
examination of the entire “establish­
ment” with the possibility of guar­
dianship being awarded to the Federal 
Government. It cites as its source of 
power the duty and responsibility to 
protect the public interest. Eagerly 
waiting in the wings to accept the mantle 
are such governmental agencies as the 
FTC, GAO, and CASB.
Pressure from the consumers.
The consumers of the accounting 
process gird for their own skirmish. As 
the godparents marshall their troops for 
the larger war, the users want an im­
mediate summit conference to deter­
mine the fate of the communications 
center known as “financial statements.” 
They claim that much of the transmitted 
information from the center is garbled 
and of low quality. Also, there are fre­
quent blackouts and much needed infor­
mation is never received. They remind 
their protectors that the financial state­
ment center has evolved without any 
real guidance; that the foundation was 
poured many years ago during the in­
fancy of the process; the various ad­
ditions and remodelings have taken 
place without any overall objectives; 
and that the resulting structure reflects 
parental and architectural neglect.
The godparents are also reminded 
that other structures in the accounting 
process compound have not been 
neglected: the data processing center 
was completely rebuilt a few years ago; 
the measurement center, also housing 
the library, has a corp of architects con­
tinuously at work keeping it ready to 
meet changing needs; and, that the 
auditing center has recently been 
remodeled and renamed SAS. Yet, the 
financial statements center, resembling 
a much neglected and added-to Vic­
torian boardinghouse, has received little 
attention.
The statement users believe that their 
problems cannot wait for the conclusion 
of the guardianship war: they ask that a 
summit conference be convened to 
determine if the structure should be: (1) 
retained as a historical landmark and 
museum (necessitating many repairs); 
(2) remodeled within the present overall 
structure; or, (3) replaced by a new 
structure. They request that an im­
mediate task force be appointed to sur­
vey the structure and make recommen­
dations, and that the chosen task force 
be given the following summary of the 
development of the present structure.
Development of the financial 
statements structure center. The 
development of the financial statement 
structure is analogous to the victorian 
house that was built to satisfy the needs 
of one family, but was later converted to 
a boardinghouse to house various oc­
cupants. Through its many changes the 
basic structure still produces general- 
purpose financial statements. In 1970 
the AICPA reaffirmed its support for 
general purpose financial statements 
when it issued APB Statement no. 4. 
The statement asserted that one of the 
basic features of financial accounting 
was general-purpose information.
By the end of the 14th century the 
original structure was complete. The 
first level contained two large rooms 
aptly named Assets and Liabilities. 
Storage space for similar items was 
provided in the form of accounts. The 
simple balance sheet was prepared by 
listing the various accounts housed on 
the first level. The second level, also 
divided into two rooms, provided for ac­
counts that were listed on the profit and 
loss statement. (Later renamed the in­
come statement.) One room accom­
modated income accounts and the other 
expense accounts.2
As the accounting process matured, 
the four rooms no longer met user 
needs. The first level rooms were par­
titioned to provide for the arrivals of 
three sets of twins (current, long-term, 
and deferred), plant and equipment, and 
intangibles. With the arrival of Capital 
Stock and Retained Earnings, a new 
wing was needed to accommodate them. 
During the early years of the accounting 
process the first floor was widely used 
since the balance sheet satisfied the 
needs of the majority of users. Few ven­
tured to examine the income statement.
However, as the number and diversity 
of users increased, they began to ask 
questions about the information stored 
on the income statement level. The SEC 
insisted that information be presented in 
more detail, especially in the income 
statement. The new interest centered on 
the statement resulted in the par­
titioning of the second level to make 
room for additional information. The 
income room was partitioned into sales, 
dividends and interest, service fees, and 
gains. The expense room partitioning 
yielded space for cost of sales, numerous 
selling and administration expenses, 
and losses.
As business operations became more 
complex and the statement served more 
consumers, the need for still more infor­
mation became evident. Porches were 
enclosed to provide space for other 
arrivals: Extraordinary Items, Discon­
tinued Operations, and Accounting 
Changes.
The space in the second level over the 
wing added to house Capital Stock and 
Retained Earnings was used with the 
appearance of another statement — the 
Retained Earnings Statement. In the 
early years space was relatively unclut­
tered since ARB No. 43, had expressed 
a preference for the all inclusive income 
statement. Thus, space was needed for 
accumulated retained earnings, net in­
come for the year, and dividends. 
However, in later years APB, an adult 
child of AICPA, decided that prior year 
errors should also be lodged in the unit. 
The godparent FASB got into the act by 
ruling that gains or losses resulting from 
the decline of the market value of long­
term equity securities and the write-off 
of R & D costs should be transferred to 
the wing. Seeing the new clutter in the 
unit the FASB investigated the 
problems created by prior year errors 
but could not reach a decision in regard 
to treatment.
As consumers became accustomed to 
receiving more information they began 
to realize that the accounting process 
was capable of generating even more. 
They complained that the structure of 
the Balance Sheet, the Income State­
ment, and the Retained Earnings State­
ment no longer served their needs. They 
began to wonder about events that were 
not reported in those statements. Of in­
terest, but unreported, were various in­
vesting and financing activities. This 
desire for more information led to the 
opening of the unused attic to hold in­
formation for yet another major state­
ment. Unfortunately, agreement still 
has not been reached on the best format 
or content of the new statement. It was 
not christened until the APB made it 
mandatory. Its prime purpose is to ex­
plain the sources and uses of funds, but 
there is no concensus on the meaning of 
funds. During its developing stages the 
statement was known by such titles as 
“Where Got-Where Gone,” “Sources and 
Uses,” and “Funds Flow.” A continuing 
skirmish exists between cash and work­
ing capital as to which is the most im­
portant. Presently, working capital 
seems to be winning since its approach is 
used the most, yet cash rightfully insists 
that its approach gives the most infor­
mation. One of the major items to which 
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the task force should direct its attention 
is the format of the statement, since 
APB in opinion 19 decreed that it be 
called “Statement of Changes in Finan­
cial Position.”
Alas, as new users came to the boar­
dinghouse so did the demand for extra 
information. Dormers and gingerbread 
were added in the form of schedules and 
footnotes. The footnotes amplified in­
formation that was already in the 
statements and could be placed directly 
on the statements, but schedules re­
quired extra space. For example, the 
latest FASB requirement on segmental 
reporting required new space, but the 
new lease requirements and the SEC’s 
requirement of replacement cost infor­
mation could be placed in footnotes. 
However, many think that “the exten­
sive use of footnotes has hindered the 
proper development of the statements 
themselves because it has resulted in the 
substitution of footnotes for better in­
formation in the body of the 
statement.”3
The Problem
Constant pressures from many 
groups indicate that the present finan­
cial statement structure does not ade­
quately serve the changing consumer 
demands. As the entities served by the 
statements evolved so did new users and 
new statement uses. Goods and services 
are produced by the interaction of the 
human element with other elements in 
the environment. The environmental in­
fluences are constantly changing. The 
characteristics of our economic 
organization — private ownership of 
productive resources, role of the 
market, free labor, and money as the 
“standard of value” — are undergoing 
change. Demands of one group of users 
may conflict with the needs of another 
group. Prior response to these needs has 
been to attempt to add more informa­
tion into the existing statements.
The present statement structure 
assumes that all users have common 
needs. This may be somewhat true of 
owners and creditors but not of oth­
er direct users such as management (from 
the Board of Directors to the unit super­
visor), taxing authorities, employees 
and customers. Then there are the in­
direct users: financial analysts and ad­
visors, stock exchanges, lawyers, 
regulatory and registration authorities, 
financial press and reporting agencies, 
trade associations, labor unions, en­
vironmentalists, and various groups 
concerned with the social welfare. In 
fact, how much is really known of the 
needs of the users?
Despite efforts to meet changing 
demands we have yet to structure 
statements that begin to give desired in­
formation. Bedford states “there are 
thousands of forces ranging from 
political changes through technological 
developments to changes in personal 
values of individuals that tend to change 
the substance of accounting infor­
mation.”4 Even the stockholders and 
creditors are receiving insufficient infor­
mation. The objectives Study, released 
in 1973 by AICPA, states “An objective 
of financial statements is to provide in­
formation useful to investors and 
creditors for predicting, comparing, and 
evaluating potential cash flows to them 
in terms of amount, timing, and related 
uncertainty.”5 Present statements, 
dominated by historical events, give lit­
tle information that aids in the predic­
ting process, especially in regard to tim­
ing and uncertainties. FASB also 
acknowledged the need for information 
on future cash flows when it issued Ten­
tative Conclusions on Objectives of 
Financial Statements. In the Letter of 
Transmittal for The Accounting Es­
tablishment Senator Metcalf stated, 
“Congress has established as national 
policy that a proper role for the Federal 
government should be to insure the free 
flow of accurate and meaningful infor­
mation, but that goal has not been ade­
quately fulfilled.”6 When he was chief 
accountant of the SEC, John C. Burton 
attacked financial statements on the 
basis of their disclosure inadequacies.
Differential Disclosure — A Possible 
Solution
The diverse and often conflicting 
needs of the direct and indirect users of 
financial information have received lit­
tle attention until recent years. The 
focus has been concentrated on com­
mon needs. Many environmental 
changes have occurred since 1970 when 
APB statement No. 4 was issued. There 
appears to be movement away from the 
concept of a single set of financial 
statements to differential disclosure. 
Differential disclosure is the reporting 
of different financial information to 
different users, and it is based on the 
theory that information has different 
degrees of utility for different users. Ex­
amples of typical areas of interest for 
selected statement users follow:
Short-term creditors are interested in 
short-term cash flows.
Long-term creditors are interested in 
both long-term and short-term
cash flows.
Large stockholders are interested in 
the long-run prospects of the firm.
Small stockholders are interested in 
current dividends and stock values.
Sophisticated investors want infor­
mation about profitability of major 
product lines.
Unsophisticated investors could use 
glossaries, primers on financial 
analysis and other tutorial 
materials.
Financial analysts are especially in­
terested in segmented disclosure 
and in information aiding interfirm 
comparisons.
Employees want information on job 
security and retirement benefits.
Macroeconomic decision makers ask 
for a more accurate picture of the 
true economic position.
Accounting theorists emphasize the 
need for cash flow and replacement 
value information.
The general public shows increasing 
concern about the problems of the 
physical environment and under its 
“right to know” asks for informa­
tion on how the concern is meeting 
its social responsibilities.
Governmental units need diverse in­
formation but they have the power 
to demand what they need.
Attempts to modify present general- 
purpose statements might satisfy some 
users but could diminish the utility to 
others. All segments of society appear to 
be insisting on an expansion in the scope 
of accounting disclosures. Many believe 
that the concept of a single set of 
general-purpose statements cannot sur­
vive. Warns Burton, “A major change in 
financial reporting will be the develop­
ment of reporting at various levels of 
detail, rather than an emphasis on a 
single set of data for all.”7 The SEC has 
taken a step in the direction of differen­
tial disclosure by allowing varying levels 
of summarization in different reports 
and, requiring specified information 
dependent upon the size and composi­
tion of the reporting unit.
Specialized statements designed ac­
cording to needs of the users appear to 
offer the greatest utility. The general 
public and regulatory agencies might 
like to see “social” accounting, but of 
what use is this to the creditors? In­
creased segmented reporting would be 
welcomed by analysts, but of what use 
would this be to the small investor? The 
entire concept of general-purpose finan­
cial statements flies in the face of the 
forces of increasing specialization which 
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is shaping today’s world:
If we know that information of a 
certain kind is necessary for specified 
purposes, that knowledge dictates the 
shaping of the information. 
Toolmakers make tools for specified 
purposes. They do not make “screw­
drivers" with a blade at one end, a 
serrated shank, and a hammer handle 
because some tool users may want a 
screwdriver, some a saw, and some a 
hammer.2 *678
Bedford writes:
A more realistic approach would be 
to designate the audience for whom 
the disclosure is intended and develop 
communication devices suitable for 
transmitting accounting information 
to that audience. Clearly the notion of 
a general purpose accounting dis­
closure to all people for all situations 
for all times poses an impossible com­
munication problem...9
There are many benefits that would 
derive from the adoption of the concept 
of differential disclosure. The first and 
most obvious is that the needs of each 
class of users can be met without 
sacrificing the needs of other groups. 
Also, the threat of governmental regula­
tion of accounting would probably be 
reduced. There is evidence that failure to 
meet the needs of users leads to 
governmental regulation. (The passage 
of the SEC laws is a prime example.) 
The Metcalf report and Congressional 
Hearings on the report indicate that 
more regulation may be imminent.
A further potential benefit might be 
wider ownership of shares, and a 
probable reduction in the level of public 
ignorance about business. Increased 
capital market efficiency is likely; in­
creased knowledge should lead to better 
investment decisions and therefore 
better capital allocation. More realistic 
reporting of the economic position of 
businesses could result in more in­
telligent tax policies and attention to the 
substantial capital formation needs of 
American business.
The major disadvantage of differen­
tial disclosure is its added cost. 
However, recent technological 
developments in the area of information 
storage and retrieval are lowering some 
of the costs associated with data 
processing. Also, data base manage­
ment systems are now available which 
make specialized disclosures possible 
and feasible. Because most arguments 
against differential disclosure will center 
on the added costs involved they will be 
hard to answer. It is impossible to 
answer with a rigorous cost/benefit 
analysis, given the difficulty, if not im­
possibility, of quantifying the benefits to 
be derived.
The problem of unfairness or assur­
ance that no user group is placed in 
privileged position can be dealt with by 
making specialized reports available to 
all, on an elective basis. This is presently 
being done with the 10K report; it is 
available to anyone upon request. It 
seems reasonable that users would elect 
to receive only those reports containing 
information that they need and can use.
Conclusion
While fully differentiated disclosure 
cannot be achieved overnight, it is im­
perative that accounting professionals 
recognize the necessity to work to 
achieve its reality as soon as possible. 
Disclosure problems cannot await the 
decision on the guardianship (or joint­
guardianship) of the accounting 
process. The present financial statement 
structure should be replaced. The new 
one must be designed and structured to 
meet the changing needs of the 20th cen­
tury. However, we cannot abandon 
what we have until we have researched 
user needs. User needs must be the ma­
jor determinant in the design of a new 
communication center.
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Our staff is expert at find­
ing “the best person for the 
job.’’Most of our placement 
managers are C.P.A.’s,C.A.’s, 
controllers or systems mana­
gers, the largest most experi­
enced financial, banking and 
data processing service in the 
world.
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States, Canada and also Great 
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If you incur and pay expenses for 
employment-related household ser­
vices, child care, disabled dependent 
or disabled spouse care, you may be en­
titled to a tax credit of 20 percent of 
these payments.
Under the Tax Reform Act of 1976, 
the itemized deduction requirement 
(and limitations on gross income and 
payments to relatives) for child and 
dependent care expenses was repealed 
and a new tax credit provision (Section 
44A) established, effective January 1, 
1976.
To qualify for the credit:
• You must be gainfully employed or 
actively seeking employment during the 
period the expenses are incurred,
• You must maintain a household 
(pay more than one-half the expense) 
for one or more qualifying individuals,
• Your expenditures must be in­
curred to enable you to be gainfully 
employed, and,
• Your payments for the service must 
be to other than dependent relatives.
* * *
Tax Forum
Child and Dependent Care Benefits
Madie Ivy, CPA
Peat, Marwick, Mitchell & Co.
New York, New York
For example:
Jane Casey, a widow, maintains a 
household for herself and her two 
dependent preschool children. Jane is 
controller for Terry Corporation with 
an annual salary of $25,000. During 
1976, Jane incurs and pays 
employment-related expenses of $3,500 
for household services within her home 
and $1,000 child care expenses at a 
nursery school.
Jane’s tax credit is $800:
Household expenses











Amount of credit 
(20% x 4,000) 
* * * 
Credit
The allowable credit equals 20 per­
cent of employment-related expenses 
which cannot exceed $2,000 if one 
qualifying individual is involved, or $4,- 
000 if two or more qualifying in­
dividuals are involved. The maximum 
credit available is, therefore, $400 for 
one qualifying person and $800 for two 
or more.
This credit is applied against the tax 
liability, which is your income tax for 
the year less the:
• General tax credit,
• Credit for the elderly,
• Foreign tax credit,
• Investment credit,
• WIN credit,
• Political contributions credit, and 
• Credit for purchasing a residence. 
The allowable credit cannot exceed 
the tax liability or be carried over to 
other years.
Earned Income Limitation
There is an earned income limitation 
on the amount of employment-related 
expenses you may use in computing the 
credit. A single person is limited to 
his/her earned income for the year; a 
married couple is limited to the earned 
income of the spouse earning the smaller 
amount.
In the case of taxpayers where, for 
any month, one spouse is either a full- 
time student at an educational institu­
tion or incapable of self-care, that 
spouse is considered to have earned in­
come of $166 per month if there is one 
qualifying individual in the household, 
or $333 per month if there are two or 
more qualifying individuals. If both 
husband and wife are students or are in­
capable of self-care, this special rule for 
determining earned income applies to 
only one spouse for any one month.
Gainful Employment
Gainful employment includes work­
ing for others, either full- or part-time, 
or for yourself in your own business or 
partnership. If you are married and liv­
ing with your spouse, both must be gain­
fully employed.
If you are married, you or your 
spouse are considered gainfully 
employed if either is:
• A full-time student at an 
educational institution for five calendar 
months during the tax year, or
• Physically or mentally incapable of 
self-care.
If you are married, this rule treating 
students and disabled persons as being 
gainfully employed can apply to only 
one spouse for any one month. Under 
these circumstances, your earned in­
comes are computed as discussed under 
the earned income limitation above.
Qualifying Individuals
Employment-related expenses must 
be incurred for the care of one or more 
members of your household who are 
qualifying individuals. A qualifying in­
dividual is your:
• Dependent under fifteen years of 
age for whom you may claim a personal 
exemption;
• Dependent (or a person you could 
claim as a dependent except for the 
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gross income test) who is physically or 
mentally incapable of self-care; or
• Spouse who is physically or men­
tally incapable of self-care.
If you are divorced, legally separated 
under a decree of divorce or separate 
maintenance, or separated under a 
written agreement, your child or step­
child who is under fifteen years old or 
who is incapable of self-care is a qualify­
ing individual for purposes of com­
puting your credit if:
• Either parent or both parents 
provide more than one-half of the 
child’s support during the calendar year,
• Either parent or both parents have 
custody of the child for more than one- 
half the calendar year, and
• You have custody for a longer 
period during the year than the other 
parent.
Employment-Related Expenses
Employment-related expenses are 
those paid for either household services 
or for the care of a qualifying individual 
and incurred to enable the taxpayer to 
engage in or to seek gainful employ­





• Disabled dependent care, and
• Disabled spouse care.
Expenses incurred outside your 
household are eligible for the credit only 
if incurred for the care of a dependent 
child under fifteen years old. For exam­
ple, if your disabled mother is in a nur­
sing home, you cannot claim payments 
to the nursing home as employment- 
related expenses. However, if you hire a 
domestic employe to care for your dis­
abled mother in your home, you could 
be allowed a credit for wages you pay 
the employe.
Household expenses you pay for or­
dinary and usual household services in 
your home that are necessary to the 
operation of your home may be includ­
ed if they were incurred for the well­
being and protection of a qualifying in­
dividual. For example, the services of a 
housekeeper, maid or cook will or­
dinarily be considered necessary to the 
operation of the household if performed 
at least partially for the qualifying in­
dividual’s benefit while payments for 
services of a chauffeur or gardener are 
not. If you employ one individual to per­
form two or more services, you must ap­
portion your expenses (unless minimal 
or insignificant) between household and 
nonhousehold services to exclude the 
payments for nonhousehold services.
Child care expenses for a dependent 
under fifteen years old are not confined 
to services performed within your 
household. Nursery school or day care 
expenses for preschool children may be 
included if they enable you to be gainful­
ly employed. Payments for food, 
clothing and education are not child 
care expenses; however, if a payment 
covers incidental nonqualifying benefits 
that are an inseparable part of the care, 
the entire cost will ordinarily be con­
sidered as being for child care. Benefits 
are not considered inseparable if the ex­
pense includes education in the first or 
higher grade level. These expenses must 
be apportioned between the child’s care 
and his/her education costs.
Disabled dependent or disabled 
spouse care expenses are includible only 
if they are for services performed in your 
home to enable you to be gainfully 
employed.
Payments to related individuals (e.g., 
grandparents, aunts, uncles, nephews 
and in-laws) qualify for the credit if you 
or your spouse are not entitled to a 
dependency exemption for the person 
rendering the services and the person’s 
services constitute employment for 
social security purposes.
Marital Status
To claim the credit, married in­
dividuals must file a joint return. 
However, a married person living apart 
is not considered married for credit pur­
poses, if the deserting spouse is absent 
for the last six months of the year. You 
are also not considered married for this 
credit if you are legally separated under 
a decree of divorce or separate 
maintenance.
MOVING?
The postoffice will charge The Woman 
CPA 25 cents for each issue that must be 
returned for an updated address. It will 
cost you 13 cents, one time, to inform us 
of your new location.
Circulation Department
American Society of Women 
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The History of the Abacus
The earliest calculating machines 
utilized by primitive man took the form 
of a bunch of pebbles. Because of his in­
ability to count very high, the cave- 
dweller probably kept track of his sheep 
by representing each with a pebble. 
Periodic checks of his flock with his 
pebbles would reveal gains or losses in 
the number of sheep that he owned.
As trade developed, with larger and 
larger sums involved, the simple pot of 
pebbles was inadequate. Systems of 
numbers developed in Babylonia, Egypt 
and Rome, but the system of signs made 
calculation and even recognition dif­
ficult. The first breakthrough in the 
development of the abacus was the 
acceptance of the Hindu-Arabic system 
of numbers, whose origin is clouded. 
This system of ten basic numerals is the 
one used today.
The development of the Hindu- 
Arabic system, along with the fact that 
papyrus and clay tablets were in short 
supply, led early civilizations to the 
development of a crude calculator 
referred to as the dust abacus. The dust 
abacus simply consisted of a set of 
horizontal parallel lines traced on the 
ground. The lowest line was for units, 
the next one for tens, the third for hun­
dreds, and so on. By placing pebbles on 
the appropriate lines, numbers could be 
represented from which additions and 
subtractions could be made.
In time the dust abacus developed 
into a ruled board called the line abacus, 
upon which pebbles were placed and 
calculations executed. The ancient 
civilizations in Egypt, Rome and Greece 
used the line abacus, with the Romans 
advancing its development by carving 
several grooves, along which counters 
were moved up and down in 
calculations. The Romans also divided 
up the groove into two sections, with the 
value assigned to pebbles in the upper 
groove being five times that of a pebble 
in the lower groove. It was a logical 
development from the Roman numeral 
system, which had ones (I) with the next 
highest numeral being five (V).
From Rome, the abacus spread both 
east and west. In the east, the grooved 
abacus probably first appeared in China 
around the year 300 AD. From China 
the abacus traveled to Korea and even­
tually to Japan around 700 AD.
With the development of commerce 
and industry, the abacus obtained 
widespread use in the fourteenth cen­
tury in China. Somewhere along the
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line, someone replaced the pebbles with 
beads and the grooves with rods, mak­
ing the abacus much more efficient.
In the west, the line abacus appeared 
first in France about the beginning of 
the thirteenth century. It was widely 
used from the fourteenth to the 
seventeenth century but the line abacus 
failed to develop into the efficient rod 
abacus, and consequently gave way to 
the more efficient cipher system.
Two basic forms of the abacus exist 
today. The Chinese abacus retains the 
form it had in the fifteenth century, with 
each rod of beads separated into two 
segments by a piece of wood called a 
bar. Above the bar, there are two beads 
on the rod, and below the bar the rod 
contains four beads. Each bead on the 
rod above the bar represents five times 
the value of each bead on the same rod 
below the bar, and each bead is ten times 
the value of the bead on the rod to the 
immediate right of it.
The Japanese abacus is exactly the 
same as the Chinese abacus except for 
the fact that only one bead is placed 
above the bar. The abacus is still widely 
used and contemporary Chinese and 
Japanese are proud of their ancient 
abacus and its ability to frequently sur­
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In the world of accounting textbooks 
the controlling interest and the minority 
interest are well defined. The controlling 
interest is held by the parent company, 
consists of a majority of the outstanding 
voting stock of the subsidiary, and con­
fers on the parent company the power to 
control the activities of the subsidiary. 
The minority interest is held by non­
related parties, consists of less than fifty 
percent of the outstanding voting stock 
of the subsidiary, and confers on the 
outsiders next to no power over the ac­
tivities of the company.
In the world of multi-national groups 
the controlling interest and the minority 
interest may not be so well defined. An 
increasing number of countries, es­
pecially less developed countries, have 
passed or are passing laws prohibiting 
foreigners, including foreign cor­
porations, from owning a majority of 
the stock of all corporations or of cor­
porations in certain industries. India1 
and Argentina,2 for instance, allow 
foreign equity participation up to forty 
percent; Mexico,3 Venezuela,4 and 
Iran5 generally limit foreign in­
vestments to forty-nine percent.
Since less developed countries usually 
suffer from a shortage of investment 
capital, the majority stockholders fre­
quently are financial institutions of the 
host country or agencies of the host 
country government. For the multi­
national group this outside majority in­
terest company is the minority interest; 
in practice it has most of the rights and 
duties of a parent company. For the 
American accountant this situation 
raises the question of how to account for 
the minority-owned subsidiary: use the 
cost method, use the equity method, or 
consolidate?
Minority-Owned Subsidiaries
The Accounting Principles Board 
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(APB) has neatly divided corporate 
ownership of common stock into three 
groups:
1. The investor company owns less 
than twenty percent of the outstanding 
voting stock of the investee company, is 
presumed not to exercise significant in­
fluence over the affairs of the investee 
company, and will use the cost method 
to account for its investment.
2. The investor company owns twenty 
to fifty percent of the outstanding voting 
stock of the investee company, is 
presumed to exercise significant in­
fluence over, but not to control, the af­
fairs of the investee company, and will 
use the equity method to account for its 
investment.
3. The investor company owns more 
than fifty percent of the outstanding 
voting stock of the investee company, is 
presumed to control the affairs of the in­
vestee company, will use the equity 
method to account for its investment, 
and will prepare consolidated financial 
statements except in extraordinary 
cases, such as pending bankruptcy or 
foreign take-over.
The division into these three groups 
has been made on the basis of two 
different arguments advanced by two 
official pronouncements.
APB Opinion No. 18 advocates the 
use of the equity method if the investor 
company has “the ability to exercise 
significant influence over operating and 
financial policies of an investee.”1 23*56 
Operating policies must be interpreted 
to mean the ways in which income is 
earned; financial policies must be inter­
preted to mean the ways in which funds 
are raised and used, including the use of 
funds in dividend distributions. In other 
words, the equity method is ap­
proporiate if the investor company in­
fluences the earning and distribution of 
income.
1 Ernst & Ernst, International Business Series: 
Characteristics of Business Entities - India (Ernst 
& Ernst, November 1970), p. 10.
2 Op. cit., Argentina (February 1971), p. 9.
3 Op. cit., Mexico (June 1975), pp. 7-8.
4Op. cit., Venezuela (June 1975), pp. 9-10.
5 Arthur Andersen & Co., Highlights on Taxes 
and Trade in Iran (Arthur Andersen & Co., 
February 1975), p. 31.
6 Accounting Principles Board, Opinion No. 18 
- The Equity Method of Accounting for In­
vestments in Common Stock, paragraph 17.
7 Accounting Research Bulletin No. 51 - Con­
solidated Financial Statements, paragraph 1.
8Ibid., paragraph 2.
9 L. Le Van Hall, "The Multi-National Corpora­
tion: Its Impact on Developing Countries,"(Com­
munities Economic Development Fund, Win­
nipeg, Manitoba, unpublished paper, 1977), p. 10.
ARB No. 51 states that consolidated 
statements are “usually necessary for a 
fair presentation when one of the com­
panies in the group directly or indirectly 
has a controlling financial interest in the 
other companies.”7 In the next 
paragraph “controlling financial in­
terest” is defined on a legal basis to mean 
a majority voting interest.8 Since a ma­
jority voting interest generally means 
majority representation on the board of 
directors, the parent company is 
presumed to control both the earning 
and distribution of income.
The enumeration of these criteria for 
selecting the appropriate method of ac­
counting for a stock investment points 
out the fact that the multi-national cor­
poration faces a unique problem. Its 
minority-owned subsidiary meets some 
of the criteria of all three groups, but it 
does not meet all of the criteria of any 
one of them.
The cost method may be appropriate 
because dividend distributions which 
generally require a majority vote of the 
shareholders or directors may be under 
the sole discretation of the majority in­
terest, i.e., the host country nationals, 
who may make dividend decisions for 
political reasons if they are controlled 
by or represent an agency of the host 
country government. In one year, for in­
stance, large dividend distributions may 
be desirable to finance other govern­
ment activities or to reduce a govern­
ment deficit; in another year small or no 
dividend distributions may be desirable 
to spur internal investment and increase 
employment or to show a favorable 
balance of trade. Under these cir­
cumstances it may be misleading to in­
clude the investor’s share of investee ear­
nings in its net income or in con­
solidated net income.
It can also be argued that under APB 
Opinion No. 18 the equity, rather than 
the cost, method is appropriate because 
the investor company in fact determines 
the operating policies of the investee and 
usually controls, or at least exercises 
significant influence over, some of the 
financial policies, such as the borrowing 
of funds and the investment in assets.
An argument can also be made that 
the operations of the minority-owned 
subsidiary are so well integrated with 
the operations of other related com­
panies that fair presentation under ARB 
No. 51 requires the preparation of con­
solidated statements. However, if the 
legal argument of ARB No. 51 is used, 
then such an investee is not actually a 
subsidiary and therefore cannot be con­
solidated with other legally controlled 
subsidiaries.
From the preceding discussion it is 
evident that the multi-national group in 
these situations controls all the opera­
tion and most of the financial policies of 
the foreign corporation. The one finan­
cial policy over which it has no control 
and over which it may not even exercise 
any influence is the distribution of 
dividends. The solution to this dilemma 
then hinges, aside from the legal argu­
ment of ARB No. 51, on the poser to 
determine the distribution of profits in 
the form of dividends.
As every accountant knows, earnings 
can be distributed in forms other than 
dividends, such as transfer prices and 
the allocation of general expenses. In 
fact, these rather obvious ways of dis­
tributing profits among related com­
panies have several important advan­
tages over dividends. For one thing, 
profits hidden in transfer prices escape 
the double taxation of dividends. For 
another thing, such profits may be 
transferred to countries with lower tax 
rates. Of more concern to a multi­
national group with stock investments 
in less developed countries are probably 
the foreign exchange laws. Quite often 
the restrictions on obtaining hard 
currency are more stringent for the 
repatriation of profits than for the pay­
ment of bills for goods and services. And 
of particular interest to the American 
parent with a minority-owned sub­
sidiary is the fact that it gets a major 
share of the profit in such hidden dis­
tributions, but only a minor share of the 
dividend distributions. Since the 
American parent company is generally 
more sophisticated in accounting 
matters than the host country, it should 
have little difficulty in hiding profit dis­
tributions in other transactions. 
Evidence of such activities is, of course, 
difficult to obtain. However, a Cana­
dian researcher found that in Tanzania 
nineteen out of twenty-three companies 
either managed or partially owned by 
multi-nationals were practicing some 
form of price management.9
Given the fact that the multi-national 
group controls all the operating and 
most of the financial policies, including 
some forms of profit distribution, of the 
minority-owned subsidiary, the 
American accountant is justified in 
treating this kind of investee like a con­
trolled subsidiary and in resolving the 




The recently-renewed interest in 
professional programs of accountancy 
focuses partially on content and length 
of university curriculum requirements 
for the education of an entry-level 
professional accountant. It has been 
asserted by several writers on the topic 
that course requirements have not 
changed significantly in the last several 
years. In an attempt to determine ac­
counting curriculum trends over a ten 
year period ending with the 1975-76 
school year, a sample of universities was 
selected for study consisting of all ten of 
the Big Ten universities. Eight of the ten 
schools provided university catalogues 
needed to evaluate undergraduate re­
quirements in accounting, in other 
business studies, and in general studies 
outside the School of Business. Such re­
quirements were compared with general 
guidelines for four-year and five-year 
programs of accounting recommended 
by the 1969 AICPA Committee on 
Education and Experience Re­
quirements for CPAs (Beamer Report).1 
The Beamer Report recommended that 
five years of study be required for entry­
level professional accountants by 1975.
This article summarizes changes in 
curriculum requirements implemented 
at the eight responding schools over the 
ten year period, and it compares such re­
quirements with recommendations in 
the Beamer Report. While it is not 
claimed by the authors that this limited 
sample is representative of national 
curriculum requirements and trends, it 
indicates support for the claim of 
relatively minor changes in curriculum 
requirements over the past decade at 
eight relatively well-known universities. 
Schools included in the study are: In­
diana University, University of Iowa, 
University of Michigan, Michigan State 
University, University of Minnesota, 
Ohio State University, Purdue Univer­
sity, and University of Wisconsin 
(Madison). Gratitude is expressed to the 
cooperating universities for their 
assistance with this project.
Reclassification of requirements has 
been made in certain cases to make 
classifications of individual schools 
comparable to each other and to the 
recommendations contained in the 
Beamer Report. Because of such 
reclassifications, hours shown may total 
to slightly more or less than those re­
quired for graduation. Also, hours 
shown within the three categories of 
General Education, General Business, 
and Accounting may not be the same as 
those shown in individual school 
catalogues,since — again — courses
Education
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have been reclassified to fit the scheme 
established by the Beamer Report 
Undergraduate Curriculum 
Requirements
Table I compares undergraduate 
curriculum requirements at eight of the 
Big Ten universities generally for the 
school years 1976-77 and 1966-67 (or 
other years as noted) with the 
recommendations for four-year and 
five-year programs of study contained 
in the Beamer Report. While all schools 
surveyed, except possibly for Wiscon­
sin, have undertaken curriculum 
changes, the authors of this article con­
sider such changes to be relatively 
minor.
In general, all schools meet at least the 
four-year recommendations of the 
Beamer Report in the area of Account­
ing. However, requirements in the 
areas of General Education and General 
Business correspond less closely to the 
Beamer recommendations. Flexibility 
in such areas (and in graduation re­
quirements in general) is achieved 
through elective hours. At least five 
schools — Minnesota, Ohio, Michigan 
State, Michigan, and Indiana — require 
certain elective hours to be selected from 
a list of recommended electives. 
Behavioral Science and Communica­
tion are highly recommended electives 
of most schools where such courses are 
not required. For those schools under­
taking curriculum changes, no indica­
tion was found of the extent of direct in­
fluence that the Beamer Report exerted 
on accounting and business faculties to 
initiate the changes.
As shown by Table I, many schools 
require courses described in the Beamer 
report, but for less credit hours (and one 
may assume with less scope) than those 
recommended in the Report.
However, none of the schools sur­
veyed, except Missouri, require a course 
that the authors feel meets the descrip­
tion of Social Environment in Business. 
Conversely, the impact of the computer 
and quantitative methods on account­
ing education can be seen readily in the 
increased requirements in these dis­
ciplines and in the changed emphases of 
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Table I 
Undergraduate Curriculum Requirements at Eight Universities for 1976-77 
Compared with 1966-67 and Compared with Recommendations in the Beamer Report
Michigan University
Indiana University University of State University of Ohio State Purdue of Wisconsin-





































































































































































































Cost determination  
and analysis 
Cost control  
Cost-based decision 
making  
Tax theory and 
considerations  
Tax problems  
Audit theory and 
philosophy  
Audit problems ______
Computers and information 














































































a Detailed requirements not available.
b No requirements specified; no more than 22 hours may be taken.
c Quarter hours have been converted to semester hours for comparative purposes. 
d No information available for years prior to 1976.
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Cost and Auditing courses.
None of the schools surveyed require 
a five-year program of study for gradua­
tion of an entry-level professional ac­
countant. Although the scope of this ar­
ticle is limited to undergraduate 
programs, and thus graduate offerings 
were not analyzed for their con­
tributions toward meeting the five-year 
Beamer Report recommendations, 
many of the schools do offer either a 
MA or MBA program which could lead 
to fulfillment of the recommended five- 
year program of study.
In the authors’ opinion, certain in­
creases in course hours at individual u­
niversities resulted from university 
reevaluation of the amount of credit 
that should be given for a particular 
course, rather than an additional course 
being offered for the required credit. 
For example, for several courses at 
Minnesota, an increase from 2 to 2.6 
hours is shown in Table I, but only one 
course was involved in each case before 
and after the change.
Additional detailed analyses of Table 
I are presented below in a discussion of 
individual schools.
Indiana University — Between 1966 
and 1976 the following significant 
changes in curriculum requirements are 
shown from Table I:
Hours
Increased Coverage From To Year of Change
Introduction to computers 
Production or operational




individual behavior 1 4 1969-70





From To Year(s) of Change
15 9 1969-70
11 6 1968-69
From the above analysis it can be seen 
that the majority of curriculum changes 
occurred during 1968 and 1969. It 
appears that the decrease in number of 
hours of mathematics required can be 
attributed to a change in waiver policy. 
In 1966-67, five hours of math could be 
fulfilled by high school courses.
Although requirements for the 
number and types of accounting courses 
remained essentially the same during the 
ten year period, the emphasis of in­
dividual courses and their descriptions 
changed somewhat, and several ad­
ditional courses were offered.
The following accounting courses 
were shown as offered for the first time 
in the 1969-70 catalogue:
The course description for Management 
Control Systems changed in 1972-73 to 
reflect a change in emphasis from 
traditional cost accounting topics to 
emphasis on control and planning of 
elements of financial statements. The 
Fund Accounting course reflects a 
change in emphasis from strictly 
governmental accounting to not-for- 
profit accounting.
Hours
Advanced Financial Accounting I 3
Advanced Financial Accounting II 2
Cost Accounting 3
Management Control Systems 2
Contemporary Accounting Theory 2
The International Aspects of Accounting 2
The Professional Aspects of Accounting 2
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University of Iowa — Referring to 




From To Year(s) of Change
Quantitative applications 0 6 1971-72; 1976-77
Business policy 0 1 1976-77




Decreased Coverage From To Year of Change
Accounting electives 4 0 1973-74
Iowa’s changes reflect recognition of 
students’ needs for exposure to Quan­
titative Applications in Business and to 
Business Policy. Further, the university 
increased its requirements in the finan­
cial accounting area from 6 to 9 hours, 
meeting Beamer’s recommendation for 
the five-year program of study in that 
area. Tax accounting requirements also 
increased from 2 to 3 hours, whereas ac­
counting electives decreased from 4 to 
zero hours. It should be noted that no 
more than 27 hours in accounting may 
be applied to the undergraduate degree 
at Iowa.
Accounting course emphases chang­
ed in the following ways as reflected in 
university catalogues:
1. Governmental Accounting is 
now included in the Senior Seminar in 
Accounting.
2. Introductory courses were 
restructured during the ten year period. 
Park I emphasizes external reporting to 
investors; Part II emphasizes prepara­
tion of information for internal use.
3. Cost Accounting, now 
designated Accounting for Manage­
ment Analysis and Control, includes 
quantitative and behavioral dimensions 
of decision systems and their im­
plications for meeting information 
needs.
4. The Intermediate sequence 
emphasizes concepts of and methods for 
corporate external reporting.
Courses not offered in 1976-78 that 
were offered in 1966-67 are:
1. Budgeting and Accounting Con­
trol. — Material in this course is in­
tegrated into Accounting for 
Managerial Analysis and Control.
2. Advanced Accounting. —Topics 




University of Michigan. — Account­
ing requirements for graduation moved 
from an unstructured core with no 
specific courses required in 1966-67 to 
the recommendations in the Beamer 
Report for four-year programs (except 
for computer and information systems 
in business) by 1972-73. Table I reflects 
changes in other requirements:
In regard to changes in accounting 
course offerings, Part II of Principles in­
cludes comparison of alternative oppor­
tunities, budgeting, and price level ac­
counting. The catalogue notes that the 
use of accounting data for managerial 
decisions is emphasized in this course. 




From To Year of Change
Introduction to computers 0 3 1976-77
Production or operational 
systems 0 3 1976-77
Finance 0 3 1973-74
Decreased Coverage
Hours
From To Year of Change
Communication 6 3 1973-74
Economics (total) 14 12 1973-74
Mathematics 11 7 1973-74
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Michigan State University. —
Between 1966-67 and 1975-76 the 
following significant changes in 
curriculum requirements are shown
from Table I:
Year of ChangeIncreased Coverage
Hours 
From To
Introduction to computers 0 2.0 1967-68
Mathematics 6 8.6 1967-68
Computers and information 
systems 0 2.6 Prior to 1971-72
Decreased Coverage
Hours
From To Year of Change
Behavioral science 4.6 0.0 Prior to 1971-72
Written communication 2.6 0.0 1972-73
Cost accounting 3.3 2.3 Prior to 1971-72
Accounting electives 11.3 10.6 1968-69
Both Behavioral Science and Written 
Communication are highly recommend­
ed elective courses, although they are no 
longer required courses. Decreased 
hours in Cost Accounting and in Ac­
counting electives are counter-balanced 
by the addition of Computer and Infor­
mation Systems as a required course. 
The latter formerly had been a 
recommended elective.
Comparison of 1966-67 and 1975-76 
catalogues shows the following course 
emphasis changes:
1. Principles of Accounting was 
restructured to emphasize the use of 
data for decision making, budgeting, 
and control of business costs. Account­
ing for cash and working capital and 
the effects of sales and taxes on business 
decisions are also covered.
2. Cost Accounting now includes 
increased emphasis on contribution ac­
counting, responsibility accounting, 
and flexible budgeting.
3. Auditing has been restructured to 
cover audit of EDP systems and 
application of statistics to the audit. 
Auditing of specialized institutions such 
as not-for-profit organizations — 
emphasized in 1966-67 — is no longer 
mentioned in the course description.
4. Managerial Cost Analysis 
emphasizes profit and cost center per­
formance measurement, administrative 
cost control, budgets, and cost analysis 
models.
5. Data Processing and Control, 
which emphasizes basic procedures to 
process business data and computer- 
based accounting systems, was added to 
the program in 1975-76.
University of Minnesota. — The 
following changes in required hours can 








systems 0.0 3.3 1974-76
Accounting electives 4.0 8.0 1972-74
Decreased Coverage
Hours 







in business 2.0 0.0 1974-76
Business policy 2.0 0.0 1974-76
Financial accounting 6.0 5.3 1972-74
Cost accounting 4.0 2.6 1972-74
Tax accounting 2.6 0.0 1972-74
Economics 12.0 2.6 1970-72
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The decrease in required hours 
reflected above in economics is, in all 
probability, due to insufficient informa­
tion available to the authors to properly 
identify the courses in relation to the 
Beamer Report classifications. Concern­
ing other decreased coverage reflected 
above, such courses are listed as elec­
tives from which students must choose 
to satisfy required elective hours. Notice 
that Tax Accounting is no longer a re­
quired accounting course. Finally, in the 
1968-72 catalogue, 6 semester hours of 
Quantitative Methods for Administra­
tion were required in the Business Core, 
but this requirement was dropped in the 
1974-76 catalogue.
The following changes in emphasis of 
accounting courses were noted in a com­
parison of 1962-66 and 1974-76 
catalogues:
1. The Cost Accounting course in­
creased its emphasis on concepts of 
standard costs and the behavior of costs. 
Former emphasis was on inventory 
valuation and income determination.
2. Emphasis in Auditing Principles 
and Procedures was changed from 
verification of financial data to the 
auditor’s role and function in such 
verification.
3. Income tax accounting 
emphasizes tax planning. Previous 
emphasis was on problems and case 
research.
4. Budgetary Control has been 
replaced by two new courses; (a) Deter­
ministic Planning Models, which 
emphasizes computerized models, and 
(b) Probabilistic Planning Models 
which emphasizes the relationship of 
quantitative techniques to accounting 
problems.
Other new courses added over the ten- 
year period include:
Reporting for Management Control
Current Topics in Managerial Ac­
counting, and Current Topics in Finan­
cial Accounting.
Ohio State University. — The 1966- 
67 catalogue of this university referred 
students to advisors for help in struc­
turing a program, because the 
curriculum was undergoing changes. 
Therefore, the earlier-year figures in 
Table I are for the school year 1967-68.
Between 1967 and 1976 the following 
significant changes in curriculum re­
quirements are shown from Table I:
Hours
Increased Coverage From To Year of Change
Introduction to computers 0.0 2.0 Prior to 1972-73
Organizational & group
behavior 0.0 2.6 Prior to 1972-73
Business policy 0.0 2.6 Prior to 1972-73
Cost accounting 2.6 3.3 Prior to 1972-73
Computer and information
systems 0.0 3.3 Prior to 1972-73
Accounting electives 0.0 15.3 1973-74
Hours
Decreased Coverage From To Year of Change
Economics 12.6 11.9 Prior to 1972-73
Written communication 5.3 0.0 Prior to 1972-73
Financial accounting 11.3 6.6 Prior to 1972-73
Although written communication is 
no longer a required course, it is includ­
ed in the list of highly recommended 
electives. Note the increase in account­
ing electives. Ohio State is unique 
among the schools surveyed for the 
following reason: Beginning with the 
1973-74 catalogue, courses of study are 
outlined for specialization at the un­
dergraduate level in private, public, and 
governmental accounting. Such 
specialization is achieved through the 
selection of accounting electives; core
courses are the same for all.
In a comparison of the 1967-68 and 
1975-76 catalogues, only one course 
description change was noted. Prin­
ciples of Automatic Data Processing — 
which emphasized techniques used in 
formulating and solving business 
problems with the help of computers — 
was dropped. Computer Accounting in 
Business — emphasizing design, 
programming and auditing of computer 
systems — was added.
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Purdue University. — Between 1966 
and 1976 the following significant 
changes in curriculum requirements are 
shown from Table I:
Increased Coverage
Hours 
From To Year of Change
Introduction to computers 0 3 1972
Production or operational systems 0 3 1972
Marketing 0 3 1972
Finance 0 3 1972
Quantitative applications in 
business 0 6 1972
Business policy 0 3 1972
Financial accounting 0 6 1972
Cost accounting 0 3 1972
Tax accounting 0 3 1972
Audit theory 0 3 1972
Computer and information 
systems 0 6 1972
Hours
Decreased Coverage From To Year of Change
Communication 9 7 1972
Economics 9 6 1972
Prior to 1971-72, the School of In­
dustrial Management at Purdue Univer­
sity offered a B.S. in Economics with a 
concentration in Finance/Accounting. 
The student chose nine elective hours to 
meet the requirements for a concentra­
tion. Because Purdue now offers a B.S. 
in General Management with a 
specialization in accounting, accounting 
requirements have increased from 9 to 
21 hours.
Accounting courses have been 
restructured in keeping with the degree 
change. The emphasis of the Introduc­
tory course remains the same. Financial 
Control became Financial Accounting 
I, Intermediate. Emphasis in this course 
changed from managerial use of infor­
mation for planning and control to 
financial reporting for external users.
Accounting Problems, which 
emphasized problems and procedures 
important for financial management 
policies, became Financial II, emphasiz­
ing contemporary issues in financial 
reporting.
Accounting for the Public Interest 
which emphasized the stewardship func­
tion of accounting and recording of 
governmental expenditures was 
dropped from the course descriptions. A 
new course emphasizing auditing was 
added; no course emphasizing fund ac­
counting was noted. Other accounting 
courses added to the program were: 
Management Accounting II, and Tax 
Accounting.
Summary
From an examination of Table I and 
an analysis of catalogues (described 
above) for years between those shown in 
the table, it can be assumed that there 
was a move during the late 1960s to early 
1970s to strengthen accounting 
curricula. Such strengthening appears 
evident not from increased course re­
quirements, but from a shift in emphasis 
of courses as described above at in­
dividual universities.
A review of the course offerings at u­
niversities included in this survey re­
veals that courses meeting the Beamer Re­
port description are offered and could 
be selected as electives if students were 
aware of their significance for 
educational preparation of an entry­
level professional accountant. Students 
are urged to review the recommen­
dations contained in the Beamer Report 
when planning courses of study, and 
professors are urged to review such 
recommendations periodically when ad­
vising students.
Table II, summarizes information 
presented in Table I. Table II shows for 
1976 and 1967 the number of schools 
meeting the hours-of-credit recommen­
dations of the Beamer Report for four- 
year programs of study in the areas of 
General Education, General Business, 
and Accounting. Again, it appears that 
universities are meeting the four-year 
recommendations in the area of Ac­
counting better than in the areas of 
General Education and General 
Business.
The reader is probably aware that any 
attempt to compare accurately in all 
respects the course requirements at eight 
universities as diverse as those included 
in this survey is highly unlikely. 
However, the authors have attempted to 
interpret the catalogues as accurately as 
possible. Hopefully, this article sheds 
some light on current curriculum trends.
NOTES
1 Report of the Committee on Education and 
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Behavioral Science 2 1
Economics 5 4
Elementary Accounting 7 5
Introduction to Computers 7 0
Math 1 2
Other General Education 7 4
General Business 
Economics 2 5
Social Environment of Business 1 0
Business Law 4 3
Productive or Operating Systems 4 2
Marketing 8 6
Finance 0 0
Organizational, Group and 
Individual Behavior 0 0
Quantitative Applications 
to Business 2 0
Written Communication 1 1






Computer and Information 
Systems 5 0
Electives Free 5 3
a Information not available for Iowa, Minnesota, or Wisconsin. 
b Information not available for Wisconsin.
One in a Million
The following is quoted from the 
December, 1937 copy of a bulletin that 
was the first issue of the official, bi­
monthly bulletin of the American 
Woman’s Society of Certified Public 
Accountants. At its inception it con­
sisted of two pages typed on both sides, 
and a cover page. It was christened The 
Woman CPA, so the December, 1937 
publication was really the original issue 
of the accounting journal you are 
reading. That “one in a million?’
“Today there are in the United States 
approximately 125,000,000 people and 
125 women certified public accountants. 
Have you stopped to think that you are 
ONE IN A MILLION?
“This thought should impress you 
with the responsibility which is yours as 
a pioneer in the accounting field, still a 
virgin territory for women, altho a field 
peculiarly suitable to their talents. An 
outstanding characteristic of the 
successful accountant is an infinite 
capacity for detail, an essentially 
feminine faculty.
“To encourage the interest of women 
in the profession, and pass along to 
others the benefits of our experience, it 
was decided, at this year’s meeting of the 
American Woman’s Society of Certified 
Public Accountants, to form an aux­
iliary body, membership in which would 
be open to junior accountants and 
students of accounting; this society to 
work with and thru the American 
Woman’s Society of Certified Public 
Accountants in furthering the interests 
of women accountants.”
By October, 1938, (Vol. II, Copy 1) 
the issue had grown to three and one 
half pages, and reported the first 
meeting of the new organization, 
American Society of Women Accoun­
tants, in Indianapolis, in May, 1938.
Three prospective members attended 
the inaugural meeting; at publication of 
Vol. II, Copy 1, in October the 
membership had grown to fifty. “The 
quality of the membership,” reported 
The Woman CPA, “in the American 
Society of Women Accountants is 
something to arouse the pride of every 
member of the American Woman’s 
Society of Certified Public Accoun­
tants. Women in a variety of responsible 
positions have responded, and in­
dications are that they will support the 
work of the Society enthusiastically.”
  1977 AWSCPA-ASWA  









This season's presentation provides educational programs on current tax developments, FASB 
update, management, motivation, careers, and many, many more. In addition, a seminar and 
special presentation will be sponsored by the Educational Foundation.
A variety of entertaining acts includes tours of historic Stillwater and the St. Croix Valley, Lake 
Minnetonka and beautiful Minneapolis.
Tickets should be purchased well in advance (we are expecting a full house!!)
THE PLACE • Minneapolis — St. Paul, Minnesota
THE DATES • September 28 - October 1, 1977
All Educational Sessions Qualify For Continuing Professional Education Credit.
PRODUCED AND DIRECTED BY THE MINNEAPOLIS-ST. PAUL CHAPTER 68 
THE AMERICAN SOCIETY OF WOMEN ACCOUNTANTS
